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Chapter I 

LEADING WORLD EVENTS 

I 

THE HOOVER MORATORIUM 

I ntervention by the united states in the grave economic 

crisis that threatened Europe and the world, was perhaps the 
most significant single event of 1931 - Although much of the 
effect of this intervention was dissipated by subsequent develop¬ 
ments, the year’s moratorium on reparations and war debts vitiated 
by President Hoover on June 20 undoubtedly saved Germany front 
financial collapse and had far-reaching consequences in Europe and 

The effect of this proposal for a moratorium was immediate 
and world wide in scope. Stock prices bounded upward m a sensa¬ 
tional manner and a spirit of hope and optimism was everywhere 
apparent. It was not long, however, before it was learned that France 
had not been fully apprised of the Hoover action, and while other 
governments eagerly agreed to the proposal, France balked at mclu 
ing unconditional or non-postponable reparations m the moratorium 
France finally agreed to a compromise arrangement under which 
Germany was to pay into the Bank of International Settlements at 
Basle the non-postponable part of the reparations due France, with 
the privilege of borrowing like amounts to keep the transaction 
within the terms of the Young Plan and to regularize what was 

done. 

In proposing a suspension of payments on war debts and repara¬ 
tions, President Hoover reversed the position that had been taken by 
both of his Republican predecessors and revived the bitter contro- 
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versy over foreign policy. This bitterness was intensified when the 
President in submitting the moratorium agreement to Congress for 
ratification, recommended the re-creation of the World War Debt 
Commission to examine anew the problem of war debts. He stated 
that it was clear that a number of governments would be unable to 
meet further payments pending economic recovery and said that it 
was “useless to blind ourselves to an obvious fact. Therefore it will 
be necessary in some cases to make still further temporary adjust¬ 


ments.” . , , , 

This suggestion for further reducing war debts aroused a storm 

of protest in Congress, and for a time it seemed that ratification of 
the moratorium would be defeated, although a majority of both 
Houses of Congress had approved the proposal before it was made to 
the nations concerned. Secretary Mellon, Secretary Stimson and 
other members of the Administration were called upon to defend the 
President’s policy. The House finally voted ratification on December 
i8 three days after payments were due from foreign governments, 
by’a vote of 317 to 100, but the President’s proposal to re-create the 
Foreign Debt Commission was rejected and the resolution of rati¬ 
fication contained a declaration that Congress was opposed to further 
revision or cancellation of the war debts. The Senate ratified the 

moratorium with this declaration on December 23. 

As happened during the fight over the Versailles Treaty, party 

lines were broken over this question of foreign policy. Many Demo¬ 
crats were aligned with the isolationist and some Republicans close to 
the Administration, notably Senator Reed of Pennsylvania, opposed 
the President’s policy. William Randolph Hearst revived his former 
campaign against “foreign entanglements” and suggested Speaker 
Garner as the best candidate the Democrats could name to oppose Mr. 
Hoover, who was accused of adopting “Wilsonian policies toward 
Europe. Meantime, the so-called “Internationalists returned to the 
battle for fuller cooperation by the United States in world affairs. 
Campaigns were organized to secure American adherence to the 
World Court, which had been sidetracked in the Senate, and to urge 
membership in the League of Nations. Secretary Stimson s coopera¬ 
tion with the League Council in the Far Eastern crisis added to this 


controversy. 

As a result of the controversies in France and in America oyer 
the Hoover moratorium there was a marked reaction and initial gains 
in stock prices were soon wiped out when it became apparent that no 
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rlally adequate remedy had been found for the critical financial situa- 
tion in Europe. 

II 

EUROPE^S ECONOMIC CRISIS 

The moratorium agreement was not signed until July 6. 
week^ater the Darmstadter und National Bank of Berlin dosed its 
doors and to stop runs the other banks agreed to pay only i o per ce 

o? deposits on demand. It was not until the government guaranteed 

deoosUs that the Darmstadter und National Bank reopene . 

^ The United States took a leading part in a Seven-Po«r Con¬ 
ference held in London during July when efforts were made to re- 
Ue^ the European panic by promoting agreements among ‘he 
bankers of the world not to withdraw their short-term loans 
Germany. In addition to war debts amounting to $11,000,000,000, 
Americans have some $16,500,000,000 in investments and loans 

^“™Quite as sensational and far-reaching in its f 
man collapse was the financial crisis that developed in Great Britain 
in August which led to the formation of a new National governmen 
and the abandonment of the gold standard. Great Britain s ^ 

gan with the financial collapse of Austria m May, which was fo^o^ed 
by the acute trouble in Germany. London had been lending money 
to Berlin and the financial panic there had an immediate effect upon 
Great Britain. In August the Bank of England secured a credit of 
$250,000,000 from American and French banks to meet the eavy 
withdrawals from London. Within a few weeks, although a National 
government had come into existence and was planning to balance the 
budget, the new credits were exhausted, and it was necessary to ap¬ 
peal to New York and Paris for more funds. In two months Great 
Britain lost approximately $600,000,000 in gold to other countries, 
notably France, the United States and Holland. In face of this 
continued drain the new government abandoned the Gold Standard 
Act of 1925 under which Great Britain began her drastic efforts to 

reestablish her financial position following the war. 

The immediate effect of Great Britain’s abandonment of the gold 

standard was a severe drop in sterling, which was off from $4-85^. 
normal value, to $3.24^4 at the end of the year. For a time deprecia- 
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tion of the pound, with attendant inflation, stimulated activity in in¬ 
dustry and trade, but such gains were offset when competing coun¬ 
tries went off the gold standard. It was expected that an adverse net 
balance in international payments and British trade would be upwards 
of $500,000,000 within a year. The Spanish Revolution, resumption 
of the campaign against British goods in India and disturbed condi¬ 
tions in the Far East and in Latin America were important factors in 

the British situation. 

The Young Plan Advisory Committee rendered an exhaustive 
report on December 23 in which it was stated that Germany would 
not be financially able to resume reparation payments when the mora¬ 
torium expires in July, 1932. The Committee scored international 
tariffs, exchange control measures in other countries, import restric¬ 
tions and contingents, and enhanced competition as factors tending 
to hamper German exports and to cripple her financial structure. 

Following the report of the Young Plan Advisory Committee 
and the action of the American Congress in voting against further 
reductions or cancellation of war debts, a conference was called to 
meet at Lausanne in January. This meeting was subsequently post¬ 
poned. Meantime, Chancellor Bruening of Germany had flatly de¬ 
clared that Germany could not make further reparation payments. 

Ill 

THE CONFLICT IN MANCHURIA 

Military conflict, without an actual declaration of war, between 
Japanese and Chinese forces in Manchuria, created the most serious 
threat to world peace during 1931. Although there had been fre¬ 
quent clashes between the Japanese and Chinese in Manchuria over a 
long period, the new trouble was precipitated on the night of Septem¬ 
ber 18, when it was alleged that soldiers of the forces pertaining to 
Chang Hsueh-liang attempted to destroy the track of the South Man¬ 
churia Railway near Mukden. Japanese railway guards made short 
work of clearing the immediate vicinity of Chinese soldiers. There¬ 
after Japanese forces in Manchuria quickly cleared one area after an¬ 
other, occupied Mukden, and began a systematic occupation of the 

entire territory. 

The Council of the League of Nations was in session at the tinie 
and the Chinese Government appealed to the League to stop Japan s 
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. i.- tVip League Covenant. China also 

alleged ^ states calling attention to the Japanese 

communicated to the Urn ed States 

occupation of Manchuria. representative at Geneva, 

China and Man a “Py ^."6 ^„aertaken efforts to 

Prentiss B. Gilbert, sayi g nresented a memorandum 

settle the controversy. over develop- 

to Ambassador Debuch. of Japan “J i„,„ question the 

ments in Manchuria, stating ^iL-Power Treaty of February 

meaning of certain provisi , p , Qn September 24, Secretary 

lie order would be maintained in Manchuria. 

Further exchanges of the same tenor took place as reports of con- 

These Sded the bombing from the air of Chinchow. outside the 
®rcon“lTpropertyaamage. On 

rnnncil resumed sessions, with Aristide Briand as ^ 

United States was invited to sit with the Council, and Mr. Gilbert 

was assigned to do so, despite the protests of Japan. ^ 

and the United States made formal protests to Japan under Art 

TT of the Kellogg-Briand Pact, which provides: 

“The High contracting partiesagree that the settlement or solu¬ 
tion of all disputes or conflicts, of whatever nature, or whatever 
origin they may be, which may arise among them, shall never be 

^:t"a”and Japan replied that they were ob¬ 
serving this pact. On October 24 the Council adopted a resolution 

leiing of the Council on November 16. Many more notes passed 
back and forth between the various governments, but nothing hap¬ 
pened to change the situation except a steady spreading of Japanese 
troops who continued to clear Manchuria of Chinese f°rc«. Japan 
did not restrict her operations and after occupying Chinchow on 

January 2 dominated virtually all of Manchuria. 

siretary Stimson at first took cognizance of a conflict between 
the civil government of Japan, headed by Premier Wakatsuki, and 

© Corner. 1932 
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the strong military faction which seemed in the ascendancy. He 
exercised the utmost restraint in avoiding anything that might add 
to the wave of intense nationalistic sentiment then sweeping Japan. 

A public statement made by him was picked up and misquoted in 
Tokyo, in which the American Secretary of State was represented 
as sayino- that the Japanese Army had “run amuck in Manchuria. 
This brought a sensationally phrased rebuke from a spokesman of 
the Japanese Foreign Office. This misunderstanding was subse¬ 
quently cleared up in a satisfactory manner. Meanwhile Premier 
Wakatsuki resigned on December 11 and was succeeded by Ki Inukai, 
known as the “fox.” The crisis in Japan was due in part to economic 
conditions, and the new ministry promptly announced the abandon¬ 
ment of the gold standard, but it was recognized that Premier Inukai 

would pursue a vigorous policy in relation to Manchuria. 

Meanwhile, on December 9, the League Council passed a resolu¬ 
tion reviewing the situation and announced that a commission of five 
members would undertake a study of conditions in Manchuria, with 

the consent of the Japanese and Chinese authorities. . , , , 

Throughout the Manchurian controversy Japan maintained that 
her course was in complete accord with all of her treaties respecting 
her rights in China. The Chinese were equally insistent m their 
declarations that their sovereign rights had been trampled under foot. 
Japan’s hold upon Manchuria is based upon treaties going back to the 
close of the Russo-Japanese War when Japan took over the South 
Manchuria Railway and certain definite areas then controlled by 
Czarist Russia. By purchase of land and large investments m rail¬ 
roads and industrial plants, as well as agriculture, Japan has acquired 
a dominant economic interest in Manchuria. It is her contention that 
Manchuria is not a part of China proper, that the Chinese govern¬ 
ment is incapable of maintaining order and that all the Japanese mili¬ 
tary movements were justified as steps to end violence and wholesale 
destruction of Japanese property. Under her treaties she was per¬ 
mitted to maintain a maximum of 16,000 men to guard the bouth 
Manchuria Railroad and other areas. The exact number of troops 
used in clearing Manchuria is not known, but it has been estimated at 
some 65,000 men. Following the clearing of Chinese forces, Japa 
nese advisers, supported by the Army, virtually took over complete 
control of the country. By the end of the year all the Chinese tro<ys 
had been driven beyond the Great Wall south of Chinchow. Al¬ 
though Chinese resistance to the Japanese proved feeble, the Man- 
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• A f^lnnments served to stir intense anti-Japanese campaigns 
S wcons oTjapanese goods in other parts of Clt.na, which threat- 

Premkr YrtoHamaguchi resigned on April .3, and was sue- 

r.:?eSor SeX represented the Minseito Party. 

Yuko Hamaguchi died on August 25, 1931. 

IV 

INTERNa\TIONAL COOPERATIVE ACTIVITIES 

President Hoover on January i declared the London Naval Pact 
in efUct as between the United States, the British Commonwealth of 
Nation and the Japanese Empire. The Franco-Italian naval truce, 
S fdlowed the failure of France and Italy to a^ee at the Lon- 
' don Conference, ended on January 20. Subsequently, the imtia- 
tive of Arthur Henderson, British Minister for h oreign Affan s, a 
agrelent was reached by France and Italy on naval armaments 
which was acclaimed by all the other powers concerned as completing 
the agreements of the London Conference. Later Italy pioposed a 
year’f truce on naval armaments to which the leading naval powers 

The final session of the Preparatory Commission on Disarma¬ 
ment ended on December 9, 1930- The Commission drew up a skele¬ 
ton convention of six articles, which was adopted for consideration 
by the conference called to meet at Geneva on February 2 General 
Charles Gates Dawes was first asked by President Hoover to head the 
American delegation to this conference. Following General Dawes 
resignation as Ambassador to Great Britain, he was named to be 
head of the Finance Reconstruction Corporation, and it was an¬ 
nounced that Secretary of State Stimson would replace him as chan- 
man of the American contingent 'at Geneva. Other members to 
represent the United States were Hugh S. Gibson, Ambassador to 
Belgium; Senator Claude A. Swanson, Democratic member of the 
Senate Foreign Relations Committee; Norman Davis, former Under¬ 
secretary of State, and Dr. Mary Emma Woolley, president of 

Mount Holyoke College. _ , • t- 

The Permanent Court of International Justice opened its iwen- 

tieth Ordinary Session at The Hague on January 15. M. Adachi of 

©CoUier,I932 
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Japan was elected President and J. Gustavo Guerrero of Salvador 
Vice President. The most important question before the Court dur¬ 
ing- the year was the proposed Austro-German customs union. When 
it was announced that Germany and Austria were formulating such 
a union, the matter was brought before the Council of the League of 
Nations at its May session and the Council asked the Court for an 
advisory opinion as to whether the proposed agreement violated the 
Treaty of Saint-Germain and the Geneva compact of 1922 in which 
Austria promised not to grant any exclusive privileges as a condition 
precedent to securing financial assistance. The Court gave its deci¬ 
sion on September 5, voting 8 to 7, that the proposed customs union 
was a violation of Austria’s agreement. Meantime, on September 2, 
Austria and Germany announced that they had dropped their negotia¬ 
tions for a customs union. France had vigorously opposed this 
action by Germany and Austria, and although the World Court de¬ 
cision came after the abandonment of the scheme the fact that judges 
representing France and her diplomatic close allies, Poland and Ru¬ 
mania, voted with the majority caused critics to aver that political 
considerations had entered into the decision. Frank B. Kellogg, who 
succeeded Charles E. Hughes as representative of the United States 
at the Court, voted with the minority. 

This argument was seized upon by those who oppose American 
adherence to the Court. The status of the World Court protocols in 
the Foreign Relations Committee of the United States Senate re¬ 
mained unchanged. The committee had voted to take up the question 
of ratification on December 16, but on that date again deferred action. 
On May 23 the Court asked for information on the situation in 


Memel, and rendered an opinion upholding Germany’s contention re¬ 
garding the rights of German children in Poland to attend minority 
schools. 

A commission representing the League of Nations and headed 
by Cuthbert Christy of Great Britain, which had investigated charges 
of slavery in Liberia, publi.shed its report on January 10, in which 
many of the charges were sustained. The new Liberian government 
declared that the abuses charged had been abolished, but on January 
6 Secretary Stimson served notice that forced labor in Liberia must 
end or that the friendship of the United States would be alienated. 
The League appointed a committee to check up on Liberia’s promises 
of reforms, and Samuel Reber, Jr., American Charge d'Affaires at 
Monrovia, was named as our representative. 

© Collier, 1982 
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TheLea<nte Commission created to,study M.; Rri^nd’s plan for 

' Fnr^Lh ESnomic Union met at Geneva on May 15- M. Litvinov 

tlie Soviet reiiresentative, proposed a non-aggressive economic pact 
S^ts Sd between capitalistic countries. Tins proposal was re- 

ferred to a committee for special study. 

The sixty-fourth session of the League Council opened at 
Geneva on September i with Alejandro Lerroux of Spam as Resi¬ 
rhitrian crisis. The Twelfth Assembly of the League opened with 
M Titulescu of Rumania as President on September 7^ The Assem¬ 
bly formally invited Mexico to become a member of the League an 
the Mexicaa Senate accepted the invitation, with a resolution to the 
effect that it did not recognize the status of the Monroe Doctrine, o 
December 9. The degree to which the United States has cooperated 
With the League was indicated by the participation of Prentiss U 
Gilbert as American representative at the Council sessions dealing 

with Manchuria and by some 212 appointments of 

the United States at conferences under the auspices of the League. 

Dr Nicholas Murray Butler, President of Columbia University, 
and Miss Jane Addams, of Chicago, were announced as joint winners 

of the 1931 Nobel Peace Prize. 


.1 


V 


AVIATION AND SPORTS 


■ I 

: Wiley Post and Harold Gatty left Roosevelt Field on June 23 in 
the Winnie Mae. When they again lan 4 ed in Roosevelt Field eight 
days later they had completely circled the globe, flying a distance o 
15474 miles in eight days, fifteen hours and fifty-one minutes. On 
July 28, Russell Boardman and John Polando left Floyd Bennett 
Field and two days later landed at Istanbul, Turkey, establishing a 
new non-stop record of 5,011 miles. On the same day Hugh Hern¬ 
don Jr., and Clyde Pangborn almost simultaneously took off from 
the same field on a flight around the world. In Japan tliey were 
arrested arid fined for flying oyer forts and.taking photographs. Sub¬ 
sequently they flew from Japan to Wenatchee, Washington, a dis¬ 
tance of. 4,600 miles, in 41 hours and 13 minutes. On June 24, Otto 
Hillig arid Holger Hoiriis flew from Harbor Grace, Newfoundland, 

© CoUier, 1932 
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to Germany, thence to Copenhagen. Captain Wolfgang von Gronau 
flew the North Atlantic by way of Iceland and Greenland, landing in 
Chicago on September i. Willy Rody, Christian Johanssen and 
Fernando de Viega, attempting a flight from Portugal to New York, 
were rescued off Cape Race after being forced down on September 
13. On January 6, ten Italian seaplanes under the command of Gen¬ 
eral Italo Balbo arrived at Natal, Brazil, after a flight from Bolama, 
Africa. The German DO-X reached New York on Augpist 27. She 
had left Lake Constance, Switzerland, on November 4, 1930, and had 
come by way of the west coast of Africa and the east coast of South 
America. 

Captains Alex Magyar and George Endres took off from Harbor 
Grace on July 15 for Budapest. They were forced down twenty miles 
from their goal, after covering 3,229 miles in 26 hours, 12 minutes. 

In July the Graf Zeppelin anchored at Leningrad after a 14-hour 
flight from Berlin. Later it flew over Franz Josef Land and returned 
July 30. Another non-stop flight to Brazil started on August 29 and 
ended at Friedrichshafen on September 7. 

On August 8, Mrs. Herbert Hoover christened the new Ameri¬ 
can dirigible, Akron, largest in the world, at Akron, Ohio. The 
Akron was formally accepted after a trial flight to Lakehurst, 

Colonel and Mrs. Charles A. Lindbergh on July 30 flew to 
Ottawa, Canada, then by easy stages on to Point Barrow, Alaska, and 
thence to Japan. Subsequently they flew to China and made numer¬ 
ous flights over the flooded areas to aid the government in its relief 
work, but abandoned their flight following the death of Mrs. Lind¬ 
bergh’s father. Senator Morrow, on October 5. 

Among the leading sporting events of the year was the winning 
of the world’s baseball championship by the St. Louis Cardinals of 
the National League from the Philadelphia Athletics of the Ameri¬ 
can League. Max Schmeling of Germany won a decision over Jack 
Sharkey for the heavyweight champiopship of the world, but his title 
was disputed by some authorities. The Davis Tennis Cup was won 
by France; Ellsworth Vines, Jr., won the men’s singles championship 
and Mrs. Helen Wills Moody recaptured the women’s title. In golf. 
Tommy Armour of Detroit won the British open; Francis Ouimet of 
Boston, the American National Amateur, and Helen Hicks, the 
National Women’s title. On February 5, Captain Malcolm Campbell 
of Great Britain made a new world’s record by driving his Blue Bird 
racing car at the rate of 245.733 miles per hour at Daytona, Florida. 

© Collier, 1982 



Chapter II 

THE UNITED STATES 

I 

THE PRESIDENT AND CONGRESS 

W ITH the reconvening of the Seventy-first Congress after 

the holidays in January, 1931. the controversy between 
President Hoover and the Senate over the relief measures 
was revived. The Senate bill to provide $25,000,000 to feed te 
destitute drought-stricken sufferers was opposed by the President 
who insisted that the Red Cross should provide such relief and 
sponsored a drive to raise $10,000,000 for this puyose The Robin¬ 
son Bill appropriating $25,000,000 to be expended by the R^d Cross 
called forth opposition from Chairman Payne to acceptance of Fed¬ 
eral money. The relief measure previously passed was amended to 
provide $20,000,000 for loans and further agricultural rehabilita¬ 
tion,” interpreted as permitting a part of this fund for food. 

Both Houses in February passed a bill to permit veterans to 

borrow up to 50 per cent of the value of their compensation certifi¬ 
cates. This bill was vetoed by the President, but was prornptly re¬ 
passed over his veto. On September 21 President Hoover addressed 
the American Legion Convention in Detroit, opposing a cash bonus 
demand. The Legion by 902 to 507 voted down a resolution for a 
bonus, but passed another urging a national referendum on prohibi- 

A further controversy developed over unemployment legisla¬ 
tion, the President vetoing a bill sponsored by Senator Wagner of 
New York to set up a Federal employment service. Another meas¬ 
ure presented by Senator Wagner to provide for advance planning of 
Federal works was passed and signed in amended form. On February 
23, Congress passed a resolution for government operation of Muscle 
Shoals, with provisional plans for leasing the fertilizer plant. The 
bill was vetoed on March 3, the Senate sustaining the veto. 

Senator Walsh of Montana introduced a resolution requesting 
the President to return the papers of confirmation of George Otis 
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Smith as chairman, and Marcel Garsaud and Claude Draper as mem¬ 
bers of the Federal Power Commission, because of the dismissal of 
Charles A. Russell, solicitor, and William V. King, chief accountant, 
of the Board. Certain senators regard the dismissal of these men as 
arbitrary and due to the fact that Russell and King were regarded 
as inimical to the power interests. The President refused to resub¬ 
mit the confirmation papers and the issue was taken to the Supreme 
Court. On February 26, the Senate confirmed the appointment of 
Eugene Meyer as governor of the Federal Reserve Board. 

On January 20 the Wickersham report was submitted to Con¬ 
gress by the President with a message in which the President said 
that he did not favor the repeal of the i8th amendment or its revision. 
The report was regarded as ambiguous since the conclusions sum¬ 
marized in the introduction were at variance with the separate re¬ 
ports of the individual members. The summary seemed to indicate 
that the commission was opposed to repeal of the Eighteenth Amend¬ 
ment or to any modification. In the separate reports five members 
favored modification, four advocated a further trial of prohibition, 
while Mr. Monte M. Lemann, who did not sign the report, and New¬ 
ton D. Baker urged repeal. Although there were many heated de¬ 
bates based on the commission’s findings no definite action followed 
the submission of the report to Congress. The commission later sub¬ 
mitted reports on police systems, causes of crime, law enforcement in 
New York City and the system of deporting aliens. 

On January 16 the Senate authorized the expenditure of $30,- 
000,000 to renovate the battleships New Mexico, Mississippi and 
Idaho, and appropriated $10,000,000 Of this sum. The sum of $33,- 
800,000 was appropriated for construction work on the nine cruisers 
previously authorized and for the beginning of an eleven-destroyer 

program. 

In November a heated controversy developed between the Presi¬ 
dent and William Howard Gardiner, President of the Navy League, 
who charged that “humanitarian and pacific intentions have led 
President Hoover into exhibiting an abysmal ignorance of why 
navies are maintained.” The President named a committee to inves¬ 
tigate and establish the “untruths” contained in the “tissue of false¬ 
hoods promulgated by the Navy League.” The committee formed 
by the President promptly submitted a report upholding him. This 
brought forth a rejoinder from the Board of Directors of the Navy 
League in which the accuracy of the President’s statements and those 
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rommittee were flatly challenged. This controversy was later 

of CongrJ In May President Hoover an- 

"“nced that to rednce expenditnres fifty-three army posts wonld be 

abandoned, also a number of flying fields. 

The Seventy-first Congress, which had been cMled '"to extraor¬ 
dinary session on April 15, 1929, Passed out 

t!l Despite considerable pressure brought to bear upon him Presi- 
dent Hoover declined to call the new Congress in extra session. 


II 

THE SEVENTY-SECOND CONGRESS 

In his message to the Seventy-second Congress, read to a joint 
session December 8 , 1931. President Hoover outlined in genera 
terms the various problems facing the country and foreshadowed the 
concrete program he later submitted to meet these problems. 

The Federal revenue for the fiscal year ending June i, 1^2, was 
estimated at $2,239,000,000. Expenditures were given as ? 4 , 362 r 
000,000, leaving a deficit of $2,123,000,000. To meet this deficit 
created by falling revenues and appropriations already made, the 
President proposed increased rates of taxes, virtually reestablishing 
those of 1924. This would increase incomes from the existing normal 
rates of il4, 3 and 5 per cent, to 2, 4 and 6 per cent; reductions of per¬ 
sonal exemptions for married persons from $3,500 to $2,500; in¬ 
crease the 20 per cent surtax on incomes over $100,000 by a surtax of 
37 to 40 per cent, and an increase of corporation rates from 12 to 
I2j4 per cent. He also proposed taxes on bank checks and drafts, tele¬ 
phone, telegraph, cable and radio messages, automobiles, tires and 

accessories, radios, etc. ,,, . • j j- 

The Treasury estimated that such taxes would bring in an addi¬ 
tional $390,000,000 in six months and permit the balancing of the 
budget except for the retirement of national debt. To meet this de¬ 
mand and to permit a balancing of the budget by 1933-34 h was pro¬ 
posed to borrow some $900,000,000. The President emphasized that 
the increased taxation proposed was solely an emergency matter an 

that the new rates should terminate two years from July i, 1932. 

First in importance among the finance rehabilitation measures 
proposed by the President was an Emergency Finance Reconstruction 

© Collier, 1982 



14 


THE HISTORY OF NATIONS 


1931 


Corporation, modeled on the former War Finance Corporation. With 
an advance of $500,000,000 from the Treasury, this corporation 
would be empowered to issue debentures up to $1,500,000,000, giv¬ 
ing it a total of $2,000,000,000 to be used to extend credit to banks, 
railroads, insurance companies and other agencies, and to finance 
exports, industries and agriculture. The President also asked im¬ 
mediate action on the following proposals : 

A measure to strengthen the Federal Land Bank System as an 

aid to agriculture. 

Creation of a system of twelve Home Loan Discount Banks to 
assist home and farm owners in financing mortgage renewals and 
new building and to help increase employment in the building trades. 
This proposal followed recommendations of a Conference on Home 
Building and Home Ownership, called by the President and held in 

Washington in December, 193^- 

Development of a plan to relieve depositors of closed banks. 

Revision of laws relating to transportation along lines suggested 
by the Interstate Commerce Commission, including advancing sums 
to roads in financial difficulties, and the regulation of competing bus 
and truck services. 

Enlargement of the discount facilities of the Federal Reserve 
Banks to make banks more liquid and assist small businesses and new 
enterprises. 

Among the other recommendations of the President were; Re¬ 
vision of the anti-trust laws to meet modern conditions, creation of 
an independent public works administration to handle the construc¬ 
tion work of the government, transfer of the administration of the 
Shipping Board to the Department of Commerce, and reorganization 

and consolidation of Federal departments. 

The President opposed tariff revision on a broad scale, increases 
for veterans’ relief and doles for the unemployed. Prohibition was 
not mentioned in his message, but he promised a special message on 
law enforcement. As an aid to employment the President declared that 
$780,000,000 was to be expended on public works for the fiscal year. 

Considerable political activity, especially on the part of the 
Democrats, preceded the meeting of the new Congress on December 
7. The party alignment as determined by the election gave the Re¬ 
publicans in the House 218 votes, the Democrats 216, with one 
Farmer-Labor. The Senate was divided, 48 Republicans, 47 Demo¬ 
crats, and I Farmer-Labor. Several deaths and other changes left 
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!he actual division in Congress uncertain, but with the assembling of 
Congress the Democrats had increased their number to 2.8 m the 
House and elected John N. Garner, of Texas, Speaker 1^ a ma 
iority of five and a plurality of eleven over his nearest rival, Bertrand 
H. Snell, Republican, of New York. Henry T. Ramey of Illinois 
was elected Democratic floor leader of the House. Mr. Garner had 
been elected fifteen times as Representative of his district and only 
two members outrank him in length of service. He is sixty-three 
years old. A cowboy in his younger days, admitted to the Bar and 
the practice of law in 1890, Mr. Garner is a farmer and banker as 
well as a lawyer and lawmaker, and was Minority Floor Leader m 
the Seventy-first Congress. Although of the opposite party, Mr. 
Garner was a warm personal friend of Speaker Nicholas Longworth, 

whose death on April 9 was widely mourned. 

In the new House Edward W. Pou of North Carolina became 

Chairman of the Rules Committee, James W. Collier, Chairman of 

the Ways and Means Committee, and Joseph W. Byrns, of Tennes- 

see, Chairman of the Committee on Appropriations. 

While the Democrats were prompt in organizing the House, a 
determined contest developed in the Senate over the reelection of 
Senator George Moses, Republican, of New Hampshire, as president 
pro tempore. After twenty-five ballots the deadlock in the Senate con¬ 
tinued, opposition to Mr. Moses coming from western insuigents 
whose hostility was motivated by Senator Moses’ characterization of 

those Western Senators as “sons of the wild jackass. 

Mrs. Thaddeus H. Caraway was appointed to fill the post held 
by the late Senator Caraway, of Arkansas, who died on November 6. 
Mrs. Caraway thus became the first woman Senator, although Mrs. 
Rebecca Felton of Georgia by courtesy served one day in 1922. 

The fall elections showed a marked Democratic trend and gave 
the Democrats a clear majority in the House. Ernest R. Ackerman, 
Democrat, was elected in New Jersey and the Democrats won seats 
in the Eighth Michigan District and in New Hampshire. New Jer¬ 
sey elected a Democratic Governor and Legislature, and Kentucky 
elected a Democratic Governor. Austin R. Burlington, Republican, 
defeated Stephen M. Driscoll for Senator from Vermont. W. Wai- 
ren Barbour, a well-known manufacturer, high tariff advocate, anti¬ 
prohibitionist and former amateur boxer, was appointed by Governor 
Larson of New Jersey to succeed the late Dwight W. Morrow in the 
Senate. John H. Bankhead, who defeated J. Thomas Heflin for re- 
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election to the Senate from Alabama, was allowed to take his seat, 
but faced a contest growing out of alleged irregularities in the elec¬ 
tion. 

With the convening of Congress in December political tension 
was measurably tightened. Although the Democrats, on organizing 
the House, showed restraint and a willingness to cooperate with the 
Republicans in working on the program submitted by the President, 
the Democratic majority under the leadership of Speaker Garner 
quickly showed signs of evolving a definite program of their own. 
The first important Democratic measure was a tariff bill to curb 
the power of the President over rates and to require him to submit 
changes recommended by the Tariff Commission to Congress for 
final action. The bill also provided for a “consumers’ counsel,” to 
represent the public before the commission, and called on the Presi¬ 
dent to initiate a movement for an international economic conference 
to deal with the whole subject of tariffs and to promote “fair, equal 
and friendly trade and commercial relations between nations.” 

Ill 

ECONOMIC CONDITIONS AND RELIEF 

The story of the last twelve months’ economic depression as 
it affected the United States is revealed by figures relating to impor¬ 
tant activities in the world of finance, industry and business. Foreign 
trade of the United States showed a decline of $2,379,000,000 in 
value as compared with 1930, according to the Bureau of Foreign 
and Domestic Commerce. Exports dropped $1,418,000,000 and im¬ 
ports $961,000,000. Railroad carloadings were off 19 per cent. Ex¬ 
ports of wheat, including flour, declined 53 per cent in value. Bank 
clearings declined 39 per cent for the last week of the year as compared 
with the close of 1930. The i Yi per cent rediscount rate charged by the 
New York Federal Reserve Bank from May 3 to October 31 was the 
lowest official rate in the history of any great central bank. Total 
bond offerings for 1931 were more than $2,000,000,000 less than the 
year before. Stock offerings aggregated a little more than $100,- 
000,000 as compared with $700,000,000 in 1930 and more than $3,- 

000,000,000 as compared with 1929. 

Money in circulation at the end of the year totaled $ 5 > 648 > 300 »" 
000, a gain of $758,000,000 in a year, which indicated a tremendous 
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£ V, Koino- hnarded Larsfc grains of deposits in savings 
CkTlnd Gilding and loan associations were recorded as well as 
wased deposits in the Postal Savings, which created a problem 
that was noted bv President Hoover in his message to Congiess. 
Secretary of Agriculture Hyde estimated that the income of Ameri- 
farmers was 26 per cent below 1930, the 1931 being 

$6 020 000 000 against $9,347,000,000 for 1930. During the year 
Sn-October 30 there were 2,342 bank failures with aggregate de- 


^°^^^Wagt reductions took place in many industries and became gen¬ 
eral during the year. United States Steel and Bethlehem Steel an¬ 
nounced cuts of 10 per cent in wages on Septembei 23. Geneial 
Motors cut salaries but not wages. Some railroads’ employees volun¬ 
tarily accepted cuts, but the larger unions were 111 conference on this 
matter with a committee of railroad presidents at the close of the 
vear. Despite bad economic conditions, few labor disputes lesulting 
in strikes or lockouts were reported. The most serious troubles de¬ 
veloped in the Kentucky and West Virginia coal fields. In the Harlan 
mine region of Kentucky ten indictments, brought against miners for 
Tacks on officers, led to a sensational trial in rvhich Theodore 
Dreiser the author, and a committee of investigators became m- 
volved with the local authorities. Mr. Dreiser was indicted on 
charges of alleged misconduct, but left the jurisdiction of the court 
and in subsequent statements and articles focused attention on condi¬ 
tions in the mining regions. On December 7 the Interstate Com¬ 
merce Commission sanctioned a plan for a pool by the railroads of 
some $125,000,000 to be received from specific freight rate increases, 
the fund to be used to aid weaker roads. Previously the commission 
had rejected the plea of the railroads for a 15 per cent increase in all 


freight rates. ■ ^ a- 

To meet the crisis caused by unemployment and to alleviate ciis- 

tress due to idleness and drought the Federal government, in addition 
to providing $780,000,000 for public works, undertook the general 
direction of various other relief measures. Federal employment 
agencies were expanded and the President s Organization for Un¬ 
employment Relief, under the direction of Walter S. Gifford, under¬ 
took the coordination of private and governmental agencies in 
extending aid. By the close of the year,it was estimated that $100,- 
000,000 would be raised for coifiniunity chests in-eampaigns con-, 
ducted in:some 391 cities.. Campaigns completed,in 206 cities had 
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raised $67,865,808. In New York City a committee headed by 
Harvey D. Gibson raised more than $18,000,000. The State of New 
York at a special session of the Legislature appropriated $20,000,- 
000 for relief and emergency work, while the City of New York ap¬ 
propriated $16,000,000 for this purpose. 


IV 


POLITICS AND NATIONAL AFFAIRS 

Prohibition continued to be a major political and social issue. 
With the approach of a new Presidential election, wets and drys 
became more active in their campaigns. While there was no apparent 
reduction in the illicit liquor traffic or the activities of gangsters and 
racketeers, a stiffening of prohibition was noted in some quarters. 
Alphonse Capone, the notorious Chicago bootlegger, was convicted 
and sentenced to 11 years in prison for evading the income-tax law, 
and Jack “Legs” Diamond was convicted of violating the prohibition 
law. Diamond was killed by enemies later after being acquitted on 
another charge. 

A two-day conference of Progressives was held in Washington, 
March 11-12, where national policies were discussed. The National 
Republican Committee decided on December 15 that the Republican 
National Convention would be held in Chicago, opening on June 14- 
On April 7, Anton J. Cermak, of Bohemian origin and once a coal¬ 
mine mule driver, was elected Mayor of Chicago on the Democratic 
ticket. Chicago faced bankruptcy on December 31, when Cook 
County tax assessment rolls for 1928 and 1929 were declared fraudu¬ 
lent and invalid. Philadelphia was confronted by a similar situation 
when on December 16 it was announced that there was no money 
available to pay employees. Many smaller communities found them¬ 
selves in similar straits, and New York City was compelled to resort 
to drastic economies. Various branches of New York City govern¬ 
ment were under investigation during the year. Following an in¬ 
quiry into the minor courts, which revealed corruption or unfitness 
on the part of several magistrates, members of the police vice squad 
and others, Samuel Seabury made an investigation of District Attor¬ 
ney Crain’s office, without finding grounds for his removal. Charges 
filed with Governor Roosevelt against Walker by the City Affairs 
Committee were likewise dismissed by him. Meanwhile, on April 7, 
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the State legislature voted a sweeping inquiry into the municipa g v- 
ernment by a committee headed by Senator Hofstadter and with 
Samuel Seabury as counsel. This investigation produced many sen¬ 
sations involving city officials. Mayor Walker attracted national 
attention by making a trip to California, where on December i he 
made a dramatic appeal to Governor Rolph for a full pardon Tom 
Mooney under life sentence for the San Francisco bomb outrage in 


^ The French premier, Pierre Laval, visited the United Staffis 
with his daughter, Jose. Premier Laval arrived in New York, with 
his daughter^on October 22 and went to Washington, where he had 
several conversations with President Hoover on Franco-Amencan 
relations and international problems. It was reported that President 
Hoover recognized the dominant position of France m European 
affairs while Premier Laval agreed that France should take the initia¬ 
tive in working out a solution of the reparations problem. Whatever 
the actual understandings, subsequent events tended to nullify them. 

Premier and Mile. Laval sailed for home on October 27. 

Foreign Minister Dino Grandi of Italy also visited President 

Hoover and conferred with him. Signor Grandi, accompanied by Ins 
wife, arrived in' New York on November 16 and went directly to 
Washington, returning to receive an official greeting from Mayor 
Walker on November 20. Signor Grandi’s visit was marred by anti- 
Fascist agitation, although no serious incidents occurred, but shortly 
afterward two persons were killed by a bomb sent through the mails 
and a number of bombs addressed to Italian consuls and others were 


discovered. . 

Among the other noted visitors to the United States were Prince 

Takamatzu, brother of the Emperor of Japan, and his bride. Prin¬ 
cess Kikuko, and King Prajadhipokand Queen Rambaibarm of Siam. 
The King spent some months here while receiving treatment for his 

eyes. 

In March President Hoover and a party that included Secretary 
of. War Hurley and Secretary of the Interior Wilbur, paid a visit to 
Porto Rico and the Virgin Islands, traveling on the U. S. Battleship 
Arizona. The visit coincided with the transfer of the Virgin Islands 
from the Navy Department to the Department of the Interior. Grad¬ 
ual withdrawal of marines from Haiti, with relinquishing of the 
government to natives, was announced by the President. Most of the 
American services in Haiti were transferred to natives in I 93 ^* 
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Chapter III 

THE YEAR IN LATIN AMERICA 

I 

POLITICAL AND FINANCIAL DISTURBANCES 

E conomic distress, which preceded the numerous revolts of 

1930, continued in Latin America, and was reflected in the 
virtual bankruptcy of most of the governments. By January 
I, 1932, defaults on bonds and interest payments to United States 
investors had reached a total of $815,000,000. 

Secretary Stimson, in an address before the Council on Foreign 
Relations in New York on February 6, declared that in refusing to 
recognize the Huerta regime in Mexico, President Wilson had de¬ 
parted from the traditional policy of Jefferson, and that the United 
States would return to the former policy of recognizing Latin Amer¬ 
ican governments so long as they were firmly established and dis¬ 
charged their international obligations. 

Latin America was enlivened by a visit from the Prince of 
Wales and his brother. Prince George, during February and March 
of 1931. 

II 

MEXICO AND THE CHURCH. ECONOMICS AND FOREIGN AFFAIRS 

New violence and bitterness followed a revival of the clash be¬ 
tween State and Church in Mexico. In June the state of Vera Cruz 
made effective a law reducing the number of priests to one for every 
hundred thousand of population. President Ortiz Rubio upheld Vera 
Cruz’s right to pass such laws, and the anti-clerical majority in the 
Mexican Congress also supported Governor Tejada, but an injunc¬ 
tion was granted by the courts against enforcement of the new law on 
June 24. Several other states followed the lead of Vera Cruz in pass¬ 
ing laws restricting the number of priests in proportion to popula¬ 
tion, but Coahuila rejected such a proposal. 

These drastic restrictions revived the controversy that disturbed 
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Mexico from 1925 to 1929, when the trouble was adjusted througi 
the mediation of the late Ambassador Morrow, Throughout t e 
year the conflict raged, with sporadic outbursts of violence. In 
December, the churches of Vera Cruz were reopened, and the great¬ 
est religious celebration in the history of Mexico took place m 
Guadalupe Hidalgo, where the Virgin is supposed to have revealed 


herself four hundred years ago. u 

Although Mexico received a two-yeaC moratorium on her to - 

eig-n debt through an agreement with a group of bankers headed by 
Thomas W. Lamont, her financial and economic condition continued 
to cause trouble. A special session of the Congress was called to deal 
with the problem on May 24. No effective remedies were found and 
Mexico abandoned the gold standard on July 27. The following 
week the Banco Credito Espanol closed in Mexico City. Former 
Minister of Finance Luis Cabrera was arrested and deported as the 
leader of a conspiracy to overthrow the government* and dissensions 
caused the cabinet and many officers of the army to resign on October 
14. In this emergency former President Calles was again called 
upon to become Minister of War, following the precedent set by him 
when he took command of the government forces in 1928 and put 
down the Escobar rebellion. Threats of a revolt soon ended. Gen¬ 
eral Calles also became an official of the Bank of Mexico, which gave 
him great power over finances. A new cabinet, including several 
members who had .resigned, was announced on October 21, and Gen¬ 


eral Calles declared that the crisis had passed. 

Much hostility toward the United States was engendered by the 

killing, on June 8, at Ardmore, Oklahoma, of Manuel Gomez and 
Emilio Cortes Rubio, a nephew of the Mexican President. The two 
youths were in an automobile on their way to school when they were 
mistaken for desperadoes by Deputy Sheriffs William E. Guess and 
Cecil. Crosby. Guess, who assumed responsibility for the unfortu¬ 
nate killings, was acquitted by a jury. Both the killings and the 
acquittal were bitterly denounced in Mexico. This feeling was ag¬ 
gravated by the shooting of Ruben Pardo, another Mexican, who was 
accused of trying to escape arrest, and was fired upon by immigra¬ 
tion officers. On July 7, Adolfo Dominguez, Acting Mexican Consul 
in Chicago, was arrested and charged with contempt of court 
although only Federal courts have jurisdiction in such cases. 
The United States expressed regret to Mexico for these happen- 
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III 

THE CENTRAL AMERICAN REPUBLICS 

Secretary Stimson announced on February 13 that United 
States Marines were to be withdrawn from Nicaragua, that by June 
the force would be reduced to about 500 men, and that all Marines 
would be withdrawn following the 1932 election. An earthquake al¬ 
most completely destroyed Nicaragua s capital, M^anagua, on Mlarch 
31. Some 2,000 persons lost their lives, the property damage was 
itimated at $20,000,000, and 45.000 persons were rendered home¬ 
less. President Hoover immediately ordered all possible relief by 
the Red Cross, which issued food to 18,000 during the crisis. In the 
face of this national catastrophe, Sandino renewed attacks upon the 
government forces, and made raids along the east coast and in the 
interior. These disturbances caused Secretary Stimson to announce 
that this government could not undertake to help Americans unless 
they withdrew to the coast, where they could be protected or evacu¬ 
ated if necessary, by American cruisers sent for that purpose. 

Arturo Araujo, the leader of the Agricultural Party, who was 
elected President of Salvador in January, 1931, was overthrown by 
a sudden revolt on December 3. General Maximiliano H. Martinez, 
former Vice President, was named President by the military junta 
that came into power. Under the treaty of 1923, the neighboring 
republics withheld recognition, and the United States followed a like 

course. . . 

Honduras also had a revolution during the year, but it was 

finally crushed. General Gregorio Ferrera led the rebellion against 
the government of President Mejia Colindres, the Liberal elected 
in 1928. The revolt started in the north in April, and was checked 
only to flare up again in May when 140 loyal defenders were killed 
at Santa Rosa de Copan in western Honduras. There was further 
fighting in the north, but in a decisive engagement on June 27 Gen¬ 
eral Ferrera was killed, and the trouble ended. American cruisers 
were sent to the coast towns during the revolt. On September 10 a 
tidal wave struck Belize, British Honduras, killing nineteen Amen- 
cans and eighteen students, including United States Consul Giles R. 

Taggart. . r n *■ 

General Lazaro Chacon, who resigned as President of Guate¬ 
mala in 1930 because of illness, died at New Orleans on April 10. 
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renetal Jorge. Ubico, representing Liberals and Progressives, was 
elected President in February without opposition. Costa Rica n 
only enjoyed political quiet, but had a relatively prosperous year 
me BaJico Internacional de Costa Rica actually showed an increase 

in orofits over the previous year. _ n 

^ Dr. Ricardo J. Alfaro, former Minister to the United States, 
was declared President of Panama to succeed Arosemena, on Jan- 
uarv 2 The revolt that brought about the change m Panama s gov¬ 
ernment left much bitterness and there was intense political strife 
throughout the year. The Cabinet resigned on October 5 the 
Chiari group, which was overthrown, is to be represented in the June 
election by Dr. Augusto Boyd. A lively row developed over the new 

election law passed by the last Assembly. 


IV 


SOUTH AMERICAN TURMOIL 

4 / * 

Peru suffered from almost continuous civil strife during 1931. 
In January, students seized the buildings of the University of San 
Marcos in Lima and defied the police. Labor troubles aggravated the 
situation, and in February an attempt was made to storm the Presi¬ 
dential palace. Outbreaks among sailors and marines and units of 
the Army forced Provisional President Sanchez Cerro to resign on 
March i. A temporary regime was set up, consisting of Dr. Ricardo 
Leoncio Elias, Chief Justice of the Supreme Court, as Provisional 
President, and Captain Alejandro Vinces and Colonel Manuel Ruiz 
Bravo, representing respectively Navy and Army. A faction in 
southern Peru rebelled, and on March 5 Colonel Cerro again took 
over the government and gave control-, to Colonel Jirnenez, who 
declared that a junta headed by Lieutenant Colonel David Samanez 
Ocampo, leader of the Arequipa rebels,, would serve provisionally. 

Colonel Ocampo took office on March 10, and Colonel Cerro 
sailed for Europe. The United States recognized the Ocampo regime 
on .May 20. In the October election Colonel Cerro, who had 
brought about the overthrow,,of Leguia, was chosen President and 

again took office, on December 8. 

Provisional President Uriburu of Argentina, who succeeded the 
deposed President, Irigoyen, in 1930, was .more successful than 
Colonel Cerro in putting down counter-revolution. On b ebruary 20 
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a number of army officers were arrested charged with plotting an 
uprising. Following a declaration of martial law, in connection with 
labor troubles on construction work, a general strike was declared on 
February 23. In the spring, in Buenos Aires Province, the Radical 
party of Irigoyen showed such surprising streng^ih by winning the 
election that other provincial elections were postponed and the Uri- 
buru Cabinet was reorganized on a non-partisan basis. General 
Uriburu was held responsible for the failure to give effect to the 
Radical victory in Buenos Aires Province, and much discontent was 
manifested. In May, Dr. Jose Abalos, a former member of Irigoyen’s 
Cabinet, was arrested along with eight officers who were forced out 
of the Army charged with conspiring against the government. Gen¬ 
eral Uriburu formally announced on June 2 that he would not accept 
a nomination for the presidency and that none of his cabinet would 
run for office. Later, he proposed constitutional changes which 
would restore power to Congress. Deportation of Dr. de Alvear and 
twenty Radical leaders was followed by a declaration of martial law 
in several provinces with some disorders. The Radical Party was 
not represented in the election, which resulted in a victory for Gen¬ 
eral Agustin P. Justo, a National Democrat, who was opposed by 
Dr. Lisandro de la Torre, a Progressive-Democrat-Socialist. Febru¬ 
ary 20, 1932, was the date set by Uriburu for transferring the gov¬ 
ernment to General Justo, who was elected on November 8, 1931. 

One of the events of the year was the British Empire Trade Ex¬ 
position in Buenos Aires, which was opened by the Prince of Wales 
and Prince George on March 14, 1931. 

Brazil headed the list of Latin American countries in default on 
loans from the United States, and in general the country continued 
to feel the full force of economic depression. The provisional gov¬ 
ernment of Dr. Getulio Vargas was called upon to put down a revolt 
of police in the State of Sao Paulo. Further trouble developed in 
Pernambuco in May, while students in Rio de Janeiro went on strike 
against governmental education reforms. President Vargas pro¬ 
claimed a sixty-day moratorium on foreign, commercial and private 
debts on October 8. Arrangements were made with the United States 
Farm Board to exchange 25,000,000 bushels of wheat for 1,050,000 
bags of Brazilian coffee, but on April 28 Brazil barred imports of 
flour. 

Chile had a revolution in 1931, but it was a mild affair as com¬ 
pared with some recent Latin American revolts. On February 4, the 
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Senate voted dictatorial powers to President Carlos Ibanez del 
Campo to deal with difficulties growing out of the prolonged eco 
nomic crisis. In April five Cabinet members_resigned and were re- 
olaced by men more in sympathy with the Ibanez program. The dis 
turbances that precipitated the revolt against Ibanez were initia e 
by students of the University of Chile, two of whom were killed in 
a clash with soldiers on July 24. Strikes of teachers and govern 
ment employees enlisted the support of many substantial factions in¬ 
cluding the Bar Association, and President Ibanez was forced to 
abdicate and flee the country on July 26. Pedro Opazo Leteher, 
President of the Senate, succeeded Ibanez, and Dr. Juan Esteban 
Montero became premier. Popular sentiment, which was hostile^to- 
ward Opazo, who was related to the wife of former President Ibanez, 
forced him to resign and Premier Montero became acting president. 
Montero at first declined to become a candidate for President, but 
was later induced to do so. Former President Arturo Alessandn 
became the candidate of the Democrats, but withdrew from the race 
after the naval revolt in September, leaving the contest to Dr. Mon¬ 
tero and Manuel Hidalgo, the Radical candidate. Dr. Montero was 
elected On November 15 he replaced Manuel Trucco as acting presi¬ 
dent ; he was officially inaugurated on December 4. The naval mutiny 
was caused by a 30 per cent cut in pay. Loyal aviators bombed the 

warships and forced the mutineers to surrender. 

Dr. Daniel Salamanca was elected President of Bolivia on Janu¬ 
ary 4 on a coalition ticket, and on January ii a revised constitution 
calling for separation of Church and State and other reforms was 
adopted. The new administration was soon under heavy fire from 
opponents, who were embittered by the scandal over foreign borrow¬ 
ings. The government’s troubles were aggravated by numerous 
strikes that included school teachers and other government employees 
who demanded better pay and working conditions. Twelve men 
were arrested in February charged with conspiring against the 
Salamanca regime. Gold payments were suspended on September 
25 and the government was struggling with its budget at the end of 
the year. More clashes between Bolivian and Paraguayan forces 

occurred, but were of minor importance. 

Dr. Olaya Herrera, who took office as President of Colombia, 

headed a coalition government, but was soon faced by serious dis¬ 
orders. The trouble in December was followed by outbreaks in Jan- 
uarv in which a number of persons were killed and wounded. Fifty 
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persons were killed during the campaign and fourteen on February i. 
More rioting took place during the May election for members of the 
House of Representatives. One of the significant developments of 
the year was the granting of the Barco Petroleum Concession to the 
Colombian Petroleum Company, owned by American interests. This 
matter received considerable attention in the United States Congress 
when it was charged that Secretary Mellon, who has interests in the 
oil company, had used his influence to secure the concession. This 
was denied by Mr. Mellon and by Dr. Olay a. Colombia greatly in¬ 
creased tariff duties and established a favorable trade balance, but 
her finances were strained by depletion of gold reserves, and foreign 
debt service was in arrears approximately $100,000,000. 

Venezuela continued to enjoy comparative prosperity and tran¬ 
quillity, although a change of government took place. General Juan 
Vicente Gomez, who has been virtual dictator of Venezuela for the 
past twenty years, was again made President on June 19, succeeding 
Dr. Juan Bautista Perez, who resigned after being asked to do so by 
the Congress. Dr. Perez, who had been put in office by Gomez, had 
served only two years of his seven-year term, but for reasons of his 
own General Gomez decided to resume the title himself. 

As in the case of other Latin American countries, students 


played an important part in bringing about a change of government 
in Ecuador. They started a revolt which led to the resignation of 


Dr. Isidro Ayora on August 24. 


Dr. Ayora had tendered his resigna¬ 


tion the year before, but Congress had refused to accept it. He was 
succeeded by Colonel Luis I.arrea Alba, who had even more serious 
difficulties in September as a result of outbreaks following the can¬ 


cellation of the Swedish match monopoly. The government was 


overthrown on October 15 and the election held shortly afterward 


resulted in a victory for Senor Neptali Bonifaz, an independent Con¬ 
servative, former president of the Central Bank and a wealthy land- 
owner. Ecuador and Colombia renewed diplomatic relations in 


August. Depression in the cocoa industry was an important cause of 


economic troubles. 


Dr. Gabriel Terra was elected President of Uruguay on January 
21, after a violently contested election. Economic and political con¬ 
ditions were unsettled throughout the year, but no serious revolts 
were reported. President Jose Patricio Guggiari of Paraguay finally 
resigned on October 26 in favor of Vice President Emiliano Gon¬ 
zalez Navero. After the April revolt, Eduardo Schaerer was exiled. 
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V 

CUBANS YEAR OF REVOLT 

President Machado of Cuba faced repeated efforts to drive him 
from power, alternating drastic force and conciliatory steps. In 
January, he suppressed important newspapers in Havana. Disorders 
• and destruction of 32,000,000 pounds of sugar cane led on heb- 
ruary 5, to suspension of constitutional guarantees. The couise 
against newspapers were modified, but a bomb was found on the pal¬ 
ace roof on February 23, and explosions occurred in various parts 
of Havana. High schools were closed as students joined in liots. 

President Machado offered a truce to his opponents on Apiil 
-7 and many political prisoners were released. Opposition leaders, 
however, made other demands for reforms, some of which were 
voted by the Congress, which Machado dominated. On May 15 the 
Supreme Court declared that the changes in the Constitution made in 
1928, which extended the presidential term from four to six years 
and provided that thereafter no one might hold office for more than 
one term, were unconstitutional. President Machado s first tei m 
ended in 1928, and he was reelected for a six-year term. His oppo¬ 
nents held that the Supreme Court decision justified their contention 
that Machado was holding office illegally after May 20. He ignoi ed 
the court decision but offered to resign when Congress so decieed. 
Since he controlled both Congress and the Army, his good faith was 
challenged by his opponents. The Supreme Court declared uncon¬ 
stitutional the Machado orders suppressing newspapers and closing 
schools. Disorders continued and martial law was declared in Ha¬ 
vana and the province of Pinar del Rio on August 9. It was ex¬ 
tended throughout the island the next day, after former President 
Mario G. Menocal had assumed leadership of the rebels and issued 
a manifesto urging a general revolt. President Machado himself 
went to the front during one battle with the rebels. On Aug^^st I4> 
former President Menocal and Colonel Carlos Mendieta, leaders of 
the revolt, surrendered with a large number of their followers, and 
were imprisoned in Cabanas Fortress. Fresh outbreaks followed, 
but Machado’s forces won in the most serious fighting, on August 19, 
at Jibara. On December 22, President Machado publicly announced 
that he would not carry out the promised reform program and would 

remain in office until his term expires in 1935. 
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Chapter IV 

THE BRITISH COMMONWEALTH OF NATIONS 

I 

GREAT BRITAIN'S UPHEAVAL 

AN ACCUMULATION of old troubles, and some new ones, 
gave Great Britain a dark year. Parliament reassembled on 
X JL January 20, and the MacDonald ministry suffered a defeat 
the next day on an education bill, but declined to resign. Chancellor 
of the Exchequer Snowden estimated the 1931-1932 taxation ex¬ 
penditures at $4,016,000,000, with receipts of $3,830,000,000. Mr. 
Snowden was stricken by influenza, followed by an operation; never¬ 
theless, the remarkable invalid had recovered sufficiently by April i 
personally to present the new budget, which showed a much smaller 
deficit than was expected. The increased taxation and economies pro¬ 
posed caused immediate controversy. His revolutionary land tax 
proposal was called socialistic, but the government won Liberal sup¬ 
port by linking city and urban realty in the taxation scheme. The 
Dole Commission reported a deficit of $400,000,000 and on February 
15 the Commons moved an additional loan of $100,000,000 to the 
unemployment fund. Drastic economies were enforced in govern¬ 
mental affairs, the royal family and Cabinet officers taking reductions 
in grants and salaries. Before the year ended marked dissatisfaction 
among government employees arose over wage cuts, and the autumn 
maneuvers of the fleet in the North S«a were called off because of 
trouble among sailors and petty officers over pay reductions. 

On July 16, the Bank of England had the largest gold reserve 
it had possessed since 1928, but it lost $160,000,000 before the end 
of the month, and raising rates failed to stop the outflow. At about 
this time the Committee on National Expenditure reported that 
$600,000,000 would be needed to balance the budget for the year. 
This was three times the amount reported by Snowden in April and 
caused a severe shock. A loan of $250,000,000 from French and 
American banks proved inadequate to check the outgoing of gold, 
which had been started by the financial collapse in Central Europe. 
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A crisis was reached on August ii, when bankers couferred 
with the party leaders and revealed the alarming financial situation. 
Both the Conservatives and the Trades Union Congress rejected the 
relief program proposed by Mr. MacDonald, and the Cabinet split 12 
to 4 against the proposed* economies. Thereupon Mr. MacDonald 
and the Labor Government resigned on August 24, and he formed a 
National Ministry made up of Laborites, Conservatives and Liberals. 
Parliament reassembled on September 8, and Mr. Snowden intro¬ 
duced a balanced budget based on drastic new tax increases and 
much more far-reaching economies. Mr. MacDonald and his Labor 
associates in the National Government were read out of the Labor 
party, and Arthur Henderson, who had charged that the economies 
proposed were at the expense of the unemployed insurance fund, be¬ 
came Labor leader. , , 

The House of Commons voted abandoning the gold standard on 
September 21. Sterling dropped immediately, but there was an in¬ 
crease in exports, especially in cotton and woolen goods. A strenu¬ 
ous effort to restore the trade balance was made on November 20 
when Commons voted to abandon the traditional British policy of 
free trade and impose duties on imports affecting British industries. 
A fifty per cent tariff was placed on some forty classes of goods, for 

a period of six months. \ 

The election on October 27 was a landslide for the National 
government candidates, who received 55 ^ seats in Commons. Only 
51 Laborites and four Lloyd George Liberals were elected, including 
Lloyd George himself, who was ill. He later resigned as leader of 

the Liberals, who split into two factions. 

The new cabinet included as Laborites: Ramsay MacDonald, 
Prime Minister and First Lord of the Treasury; Lord Sankey, Lord 
Chancellor; Philip Snowden, Lord Privy Spal; J. H. Thoimas,. Secre¬ 
tary for the Dominions; Conservatives: Stanleyi'Baldwin, Lord 
President .of'the: Council; Neville Chamberlain, Chancellor of the 
Exchequer; Sir Samuel Hoare, Secretary.for India;.National Liber¬ 
als: Sir John Simon, Foreign Secretary ; Walter Runciman, Presi¬ 
dent of the Board of ^Trade. Mr. Snowden became Viscount of 

ickornsLaw. 

* i " The Indian Round Table Conference which opened in London in 
November, 1930, dosed on January 19, with the British government 
offering India the status of a dominion under a Viceroy who would 
have control of international affairs and national defense and would 
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administer finances jointly with India representatives. No solution 
was found for the controversy between Hindus and Moslems, and 
the working committee of the All-India Congress decided to continue 
civil disobedience. However, amnesty was granted to Mahatma 
Gandhi and some 50,000 political prisoners in India. 

II 

FURTHER DEVELOPMENTS IN INDIA 

In February, Gandhi began conferences with Lord Irwin and a 
truce was signed on March 4 in the civil disobedience campaign. 
Many Nationalists opposed the truce but the Congress approved it 
and on March 30 elected Gandhi as a delegate to a second Round 
Table Conference to be held in London in September. The Earl of 
Willingdon, who had been appointed Viceroy to succeed Lord Irwin, 
arrived in India on April 17. After considerable hesitation, Gandhi 
finally sailed for London, accompanied by the Pandit Malaviya and 
Mrs. Sarojini Naidu, wearing his famous loin cloth and taking with 
him a hand loom and a goat. On arriving in London Gandhi spoke 
over the radio to America on September 13. Appearing at the con¬ 
ference, he demanded complete independence for India. The con¬ 
ference lasted until December i, and had many dramatic moments. 
Lord Sankey, as head of the Federal Structural Committee, presented 
a draft of a proposed Federal Constitution closely following that of 
the United States, on October 31. It failed, however, to present a solu¬ 
tion of the communal problem. The powerful Maharajah of Patiala 
led factional opposition to the federation scheme. When the con¬ 
ference ended, Gandhi started for home in a gloomy mood. He 
stopp)ed off in Paris and at Rome, where the Pope declined to receive 
him because of his unconventional attire, although the Mahatma had 
attended Court in England clad in his loin cloth and shawl. He also 
made a trip to Lancashire, where he saw the effect of the Indian boy¬ 
cott on the British textile industry. It soon became apparent that 
the second Round Table Conference had failed to accomplish its pur¬ 
pose. The civil disobedience campaign was renewed and the year 
ended with violent clashes in many parts of India and a strong prob¬ 
ability that Mahatma Gandhi would again go to prison. 

Burma also had a Round Table Conference in London and a 
rebellion and disorder at home. The revolt at times reached serious 
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An Indian regitnent was attacked in a Rangoon police 
station on may 1 1 . There were considerable disorders earlier but 
Sse tacame fewer and scattered after the execuhon of Saya San, 
leader of a Burmese monarchist movement. The Round Table Con 
ference assembled in London late in the year and was opened by the 
Prinee of Wales. It was still in session early in January, and a plan 
was foreshadowed under which the Burmese were to be allowed to 
vote on the question of autonomous government along lines ot the 

fjsderation plan previously offered India. 






i 


. k 


/ 

» 
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Ill 


CANADA CARRIES ON 


Prime Minister Bennett faced a budget deficit at the beginning 
of the year estimated at $100,000,000, while external trade declined 
some $600,000,000. He announced large borrowings to meet the 
deficit. Parliament assembled on March 12, the speech from the 
throne being read by Mr. Justice L. P. Duff, administrator ad interim 
befpre the arrival of the Earl of Bessborough, business man and 
forhier C., who had been named Governor General on February 
Q to succeed the. Earl of Willingdon, appointed Viceroy to India. The 
Bennett progiram included the abolition of the tariff board; further 
drastic upward revision of duties; the holding of the provincial Coa- 
o-rcss in April and an old age pension measure; with increased aid to 
farmers and an increased highway construction. Premier Bennett 
was given practically dictatorial powers to run the public works and 
effect economies. , Canada’s troubles were increased when Great 
Britain went off' the gold standard, the dollar dropping to .8625. It 
was announced that the Dominion would remain on the gold stand¬ 
ard domestically and that she had a gold reserve of some $74,000,- 
000. A sensation followed revelations that two senators had made 
large profits through the Beauharnois Light, Heat and Power Cor¬ 
poration, whose general manager is alleged to have contributed 
$950,000 to political parties in Ontario and Quebec. Mackenzie 
King, despite much criticism, retained his grip on the Liberal mi- 
ndtity. : Canada reduceej her unfavorable trade balance considerably 
durii^jtfie-year and purchases; from the United States d^lined by 
$^,§■*834,090. , Ohc effect of the increase in Cqriadian tariff duties, 
which aniounted t0!i5;per cent of the value of American cars, was to 
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Stimulate the movement of American factories to Canada, It was 
revealed that one of the purposes of a visit of Premier Bennett to 
Washington had to do with negotiations over the St. Lawrence 
Waterway and accompanying hydroelectrical projects. Progress 
in the waterway negotiations was indicated but protests developed 
in New York State and the Province of Quebec. William Duncan 
Herridge, a former Liberal, was appointed Minister to Washington. 
Later Mr. Herridge’s engagement to Miss Mildred Bennett, daugh¬ 
ter of the Premier, was announced. The Liberal government of 
Prince Edward Island was defeated on August 6, but Premier L. A. 
Taschereau strengthened his hold on Quebec Province, whose Liberal 
government, after thirty-four years, remained the only one in Can¬ 
ada. Newfoundland’s financial troubles were relieved by a $2,200,- 
000 loan to meet immediate obligations. 

IV 

AN IRISH FREE STATE BIRTHDAY 

The Irish Free State celebrated its tenth birthday on December 
6. Some of the old days were recalled a short time later when Eamon 
de Valera denounced the Cosgrave government for spending $5,000,- 
000 a year on an army “to keep down Irishmen.” During August 
and September frequent outbreaks occurred and the Cosgrave minis¬ 
try passed a Public Safety Law creating a military tribunal to check 
terrorism. The government was forced to raise an internal loan of 
$25,000,000 to relieve agricultural distress by assuming farmers’ 
debts up to an individual maximum of $5,000. The new Land Act 
of May I, based on an issue of $50,000,000 land bonds, enabled 
70,000 tenant farmers to take possession of their land. The Dail also 
voted an additional $10,000,000 for the Shannon River hydroelectric 
project. 

V 

AUSTRALIA, NEW ZEALAND AND SOUTH AFRICA 

Prime Minister Scullin returned from London to Australia 
early in January to find the government facing bankruptcy and some 
200,000 people unemployed with an indicated deficit for three years 
of $900,000,000. When it was announced on March 26 that New 
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South Wales would default on London loans of $3,64^.255, due April 
T Scullin declared that the Commonwealth would pay the default, 
hHno-in«^ suit against New South Wales, and withhold the monthly 
Snrionof $.,2.5.000 to that state. The New South Wales Sav¬ 
ings B?nk closed on April 21 and was taken over by the Common 
Sth Savings Bank. New South Wales later repudiated debts 
both to New York and London and the Commonwealth assumed re- 
sp* “biu^ for them. Both Scullin and J. T. Lang, o New South 
Wales, had Labor majorities behind them. Mr. Lang, by taking an 
extreme anti-capitalistic attitude, threatened^ to have New South 
Wales follow in the footsteps of Soviet Russia. This resMted iri a 
split in the Labor Party, with Scullin and Treasurer E. G._ Theodore 
representing the moderate element. The government introduced 
many drastic economies, among other things proposing to abandon 
the new capital of Canberra. Despite these efforts, deficits continued 
to o-row as foreign trade declined. , This situation was aggravated 
by'k seamen’s strike in October./ Sydney found herself without 
money for teachers, policemen, and other government employes, 
and Mr. Scullin called a compulsory arbitration conference for 
October 31. Labor candidates lost heavily in municipal elections in 
Melbourne and legislative electipns in Victoria, and general elections 
on December 22 brought overwhelming defeat to the Laborites who 
received but fourteen seats.in the new Parliament. The United 
Australia Party captured 39 seats and Joseph Lyons, Natiomthst 
leader, formed a new government to take hold at the beginning o 

the year. , , 

In New Zealand, Prime Minister Forbes postponed an election 
by forming a new coalition, government on September 22, In the 
sulDsequent December elections the coalition won 51 out of 62 seats 
from the Labor Party. Added to her economic troubles. New Zea¬ 
land on February 3 suffered severely from an earthquake which al-. 
most completely destroyed the towns of Napier and Hastings pn the 

east coast of North Island. Hundreds were killed. 

Prime Minister Hertzog of South Africa delivered a series of 
anti-Republican speeches on returning from the^ London Imperial 
Conference, but politics gave way.fo economic problems as the year 
advanced, the South African government facing an alarming deficit, 
faxes of all kinds were heavily increased, but the country remained 
on a gold basis. The Trans-African railway from Benguela in An¬ 
gola to. Teuke, Belgian jSongo, was complete. 
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WESTERN AND NORTHERN EUROPE 

I 

A NEW FRENCH PREMIER 

T heodore STEEG’S Ministry came to an end on January 

22, after being in office only six weeks. The immediate cause 
of the government’s downfall was a premature announcement 
that the price of wheat was to be pegged at about $1.93 a bushel, 
which started a rise in the grain market. President Doumergue first 
turned to Aristide Briand to form a new government. This effort 
failed and the youthful Senator Pierre Laval took the reins in a new 
cabinet with Andre Tardieu as Minister of Agriculture and with 
M. Briand still in the Foreign Office. Premier Laval was born in 
Auvergne and was only 47 years old. The youngest of French pre¬ 
miers, he entered Parliament in 1914 as an Independent Socialist. 
Painleve made him Minister of Public Works in 1925. He was 
Minister of Justice under Briand the next year and later had been 
Minister of Labor. A budget crisis developed in February when a 
deficit was threatened as a result of heavy losses on railroads, de¬ 
creases in exports, and an increase in the war budget and in unem¬ 
ployment. The budget was balanced on April i, through economies 
and increased taxation. 

Significant were visits exchanged between Chancellor Bruening 
and Dr. Curtius, German Foreign Minister, and Premier Laval and 
M. Briand. The Germans visited Paris on July 18-19 and received 
a warm welcome, which was duplicated when the French officials 
went to Berlin. Nevertheless, France became exercised over the pro¬ 
posed Austro-German customs union, and tension developed over the 
Hoover moratorium terms. Paul Doumer, former President of the 
Senate, was on May 13 elected President of the Republic to succeed 
Gaston Doumergue and took office on June 13. The Oustric bank 
scandal, which had been the political sensation of France for a year 
and had caused the downfall of the Tardieu ministry, was finally dis¬ 
posed of by the Senate, acting as a high court of justice. It acquitted 
former ministers Raoul Peret and Rene Besnard and two Undersec- 
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retaries of State for their part in the scandal. Although gold con- 
tfnLd to flow into France and had reached the unprecedented total 
of $2 •?82,000,000 by August 20, a marked decline m French trade 
was indicted and tourist business dropped 25 per cent. The govern¬ 
ment guaranteed a $6,000,000 gold bond issue to help French steaim 
shin iSes. The International Colonial Exposition, which had been 
developed under Marshal Lyautey, opened in Pans on May 7. 


II 

Germany’s fight against chaos 

The Reichstag reassembled on February 3 in an atmosphere of 
calm, but the National Socialists (Hitlerites) demanded that Ger¬ 
many serve notice of her resignation from the League of Nations, 
and the next week the “Nazi” deputies undertook a boycott of the 
Reichstag. The Hitlerites trooped out of the Chamber early in 
March and their sympathizers continued to make trouble. A Com¬ 
munist legislator named Henning was shot down in Hamburg by 
three Hitlerites, two of whom surrendered to the police on orders 
from their party headquarters. Adolph Hitler himself repudiate 
the use of force in his movement, but some 300 political murders and 
deaths due to street disturbances had been reported within a year, 
and on March 28, President Hindenburg issued an emergency de¬ 
cree under Article 48 of the Constitution giving power to local author¬ 
ities to forbid parades and mass meetings and to use drastic measures 

to suppress disorder. „ • 

With the Hitlerites and Nationalists out. Chancellor Bruening 

received a vote of 277 to 64 in support of his program and the Reich¬ 
stag adjourned on March 26. There were strong protests oyer 
the appropriation of $5,000,000 for completing the so-cafled 
“pocket battleship” Ersatz Preussen, which was launched at Kiel 
on May 19, and for a similar amount as a first installment on a 
sister ship. The Nazis increased their vote in the May elections 
in Hamburg and Schaumburg-Lippe and in the Hessian contest they 
made sensational gains. Other victories were scored in Dessau and 
Schwerin, but the Nazi deputies were beaten on October 16 m a test 
vote on the new Bruening cabinet, formed after the resignation of 
Foreign Minister Curtius, when Bruening himself took oyer the 
direction of foreign affairs. The new cabinet resorted to rigorous 
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measures in meeting the economic crisis and in dealing with disorders. 

Through several successive steps Germany was put under a vir¬ 
tual dictatorship which exercised control over all manner of private 
activities. New emergency taxes and drastic salary cuts were an¬ 
nounced in June. Wages and prices in industry were forced down 
by emergency decrees in October. The most drastic measures of all, 
proclaimed on December 8, affected house rents, prices of all man¬ 
ner of standardized articles, salaries, physicians’ fees, interest rates 
on bonds and mortgages and interest on security loans. Further 
measures prohibited the wearing of political uniforms, carrying of 
firearms, limited the sale of blackjacks and other weapons and pro¬ 
hibited all political meetings, outdoor demonstrations and the defam¬ 
ing of public officials. The Reichstag reopened on October 13, but 
three days later adjourned until February 23, 1932. The story of the 
German financial crisis that developed during the summer is told in 

Chapter I. 

Ill 

ITALY AND THE VATICAN 

Premier Mussolini figured less conspicuously in the news during 
the year but his government was not wholly free from controversy. 
The naval accord with France, Italy’s proposal of a year’s truce in 
naval armaments and Foreign Minister Dino Grandi’s visit to Wash¬ 
ington were outstanding diplomatic activities. The most bitter con¬ 
troversy was between the Fascist government and the Catholic 
Church. On February 16 Pope Pius XI charged that the govern¬ 
ment was violating the Lateran Accord by permitting immoral news¬ 
papers, movies and vaudeville, Protestant propaganda and profana¬ 
tion of the Sabbath. In May, Fascists attacked Catholic students in 
Rome and elsewhere and charged that the Catholic Action, a Federa¬ 
tion of Religious Societies, was being used for anti-Fascist propa¬ 
ganda. Mussolini closed the Catholic Action clubs in Rome. The 
Pope cancelled the Italian Eucharistic Congress and prohibited re¬ 
ligious festivals. This latter ban was lifted on June 18. Pope Pius 
denied that Catholic Action societies mixed in politics and repudiated 
such activities. This course led to the agreement of September 2, 
permitting extension of Catholic Action religious teaching. 

Pope Pius issued several important encyclicals during the year 
and twice broadcast important messages to the world over the,radio. 
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The first encyclical, issued on January 8, was a restatement of the 
Church’s attitude toward marriage, divorce, birth-control and related 
subjects. A second encyclical on labor. Communism and Socialism 
was published on May 23, the Pope giving an outline of the message 
in a world-wide radio statement on May 15. Again on December 26 
in a long encyclical he urged Protestant and Eastern Orthodox 
churches to reunite with Rome. An appeal on October 3 invoked the 
aid of Christians everywhere for the unemployed, and denounced 

armaments. 

Confronted by a deficit in the budget of some $27,000,000 the 
Italian government raised its tariff on various articles, including 
radios, gasoline and automobiles. A commercial treaty with Russia 
was signed, and Italy’s friendly relations with Germany were en¬ 
hanced by the visit of Chancellor Bruening and Dr. Curtius to Rome 
in August. A trade pact with Austria was signed on May 11. Some 
difficulties of a preferential tariff were supposedly to be met by a 
system of rebates by each country to its own exporters. 


IV 

$ 

THE SPANISH REPUBLIC’S BIRTH 

After years of sporadic revolts, Spain finally had her revolution 
in 1931, overthrowing King Alfonso XIII, setting up a Republic, 
electing a President and drafting and ratifying a constitution, all 
within nine months—and with a minimum of bloodshed. The new 
year began with increased rumblings of discontent. Premier Beren- 
guer’s ministry resigned on February 14. The week before. King 
Alfonso had taken a hand in restoring tranquillity by decreeing free¬ 
dom of speech and the press. When Berenguer quit, Sanchez Guerra, 
a Liberal, was called upon to form a Cabinet, but he failed and Ad¬ 
miral Juan Aznar, a Monarchist, got together a new ministry, with 
Berenguer as Minister of War. The new government arranged a 
foreign credit of $60,000,000, part of which was subscribed by 

American bankers. 

Alfonso’s fate was sealed by the municipal elections of April 12, 
the first that had been held in eight years, which the Republicans won 
by overwhelming majorities. Two days later, the jubilant victors 
proclaimed a Republic under the provisional presidency of Niceto 
Alcala Zamora, Liberal Monarchist, who had been a political prisoner. 

© Collier, 1932 



38 


THE HISTORY OF NATIONS 


1931 

Zamora escorted Alfonso to the gates of Madrid on April 14, and the 
deposed monarch used a racing car to reach the coast, where he em¬ 
barked on a cruiser. At Gibraltar he issued a manifesto declaring 
he was merely “suspending the exercise of the royal power until the 
collective will of his people had been expressed.” He joined his 
family in Paris and later went to England. The United States recog¬ 
nized the new regime on April 22, as did Great Britain. 

Among the first acts of the Zamora government were repudia¬ 
tion of the new foreign credit, proclamation of religious freedom, the 
seizure of royal property and the calling of an election for a Cortes 
Constituent on June 28. The revolution had been practically blood¬ 
less, but in May mobs attacked Catholic institutions and the office of 
the monarchist newspaper, A B C, in Madrid. Churches, convents, 
colleges and schools and Jesuit institutions were burned in many 
parts of Spain. Cardinal Segura, Archbishop of Toledo and Pri¬ 


mate for Spain, called on Catholics to vote in the June election for 
members of the Cortes who would defend and guarantee the rights 
of the Church. He was arrested and expelled from Spain on June 15. 

The election was a sweeping victory for the Republican-Socialist 
coalition and on July 14 the first Spanish Assembly to be held in 
eight years, and the first Republican legislative body to function since 
1873, to draft a new constitution. The sessions were full of 


drama. On October 14, due to a clash over religious articles, Senor 
Zamora resigned as Provisional President and was succeeded by 
Manuel Azana. In November the Cortes declared Alfonso guilty 
of Use-majeste against the people and sentenced him to perpetual 
imprisonment if he should return to Spain. Senor Zamora was 
elected President for a six-year term, and was inaugurated on De¬ 
cember II. The Cabinet, headed by Manuel Azana, resigned im¬ 
mediately, but was reconstituted on December 15 with Azana as 


Premier. He had a working majority of some 26 votes, in a cham¬ 


ber of 466 deputies. 


The new constitution, adopted December 9, had several unusual 
features, including a provision giving the President power to de¬ 
clare war only for defense, and after the dispute had been passed 
upon by the League of Nations. Separation of church and state and 
elimination of salaries to the clergy were also provided. The Cortes 
is to have but one house, and may impeach the President, but he has 
the power of veto and of twice dissolving the Cortes. Great impor¬ 
tance is given to the President and the Supreme Court, but the consti- 
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Zen is made supreme over all. Women over 23 were 

The most serious problem left unsolved was that of dealing with the 

insistent demands, for autonomous government by various sections, 

notably Catalonia and the Basque regions, which had declared then- 
local autonomy at the time of the revolution. Spam also has to deal 
with a growing faction of Communists. The new Spanish Republic s 
flag consists of three equal horizontal stripes, red on top, yellow in 

the center, and purple at the bottom. 


V 

DISTURBED CONDITIONS IN PORTUGAL 

Portugal had a revolt on August 26, growing out of the dis¬ 
missal of Colonel Schiappa dfe Azevedo, Minister of War. Eighty 
persons were killed and hundreds wounded, but the revolt was 
quickly put down by the forces loyal to President Carmona. Lisbon 
had bread riots in February and there was much unemployment, but 
a loan of $5,000,000 received from London was used to finance public 

work and relieve conditions. 

VI 

BELGIUM, THE NETHERLANDS AND SWITZERLAND 

Belgium had a cabinet upset on June 5, growing out of the old 
controversy over language. The Jaspar government was succeeded 
by one headed by Premier Jules Renkin, whose declaration was read 
in both Flemish and French for the first time. The new ministry did 
not appear very popular but Belgium was more concerned over eco¬ 
nomic conditions than politics. The budget deficit for 193 ^ ^ 

billion francs. The ministry urged a 50 per cent cut in expenditures 
for fortifications, but the Parliamentary majority upheld the expendi¬ 
tures of 300,000,000 francs for this purpose. A loan was authorized 
to help meet the deficit and new taxes were voted. King Albert re¬ 
turned to Brussels from Switzerland and presided over the cabinet 
meetings to discuss the Hoover moratorium. The Socialist former 
Minister of Foreign Affairs, Emile Vandervelde, endeavored to have 
the 1920 military agreement with France nullified on the grounds that 
it was contrary to the Locarno Pact. Parliament, however, voted 
that the agreement was not an alliance. It was reported that the 
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Belgian Congo was hard hit by world conditions and there was an 
increase of unemployment in Belgium. 

The Netherlands were relatively prosperous during the early 
part of the year. Although there was a deficit in the budget of $30,- 
000,000 a revival of the diamond trade helped to stimulate business. 
It was announced after the summer panic that Holland would stay 
on the gold standard. However, the general depression was being 
seriously felt in December, and Holland undertook measures to re¬ 
lieve unemployment and improve her finances by raising tariffs. 
Trade with the Dutch East Indies was affected by the suspension of 
the gold standard by Japan. 

On December 17 Giuseppe Motta was elected President of the 
Swiss Republic for 1932. 

VII 

SCANDINAVIA AND THE BALTIC REPUBLICS 

Scandinavia and the Baltic Republics all felt the economic 
pinch, but as usual there were no violent upheavals such as took place 
in other parts of Europe. Finland’s repudiation of prohibition in 
December attracted much attention, when by a referendum the ex¬ 
periment was voted out by three to one, after a trial lasting eleven 
years. Pehr Evind Svinhufvud was elected President on February 
16. J. E. Sunila headed a new cabinet in March. 

Norway, Sweden and Denmark had serious labor difficulties in 
the spring. The Mowinckel Ministry in Norway resigned on May 7, 
in connection with the issue of foreign investments in Norwegian in¬ 
dustries, and the agrarian leader, Kolstad, formed a new govern¬ 
ment. Even Iceland had a political row over Danish rule and the 
Socialist Premier of Denmark dissolved the Althing on April 15. 
Representatives of all the Scandinavian countries conferred in Janu¬ 
ary on closer cooperation in legislative matters. The whole northland 
followed England in going off the gold standard. Norway and Den¬ 
mark took the East Greenland controversy to the World Court. 

The cabinet of Gustav Zemgals, Latvia, resigned on March 3, 
and was succeeded by one headed by M. Karl Ulmanis. Premier 
Ulmanis’ ministry quit in November, following an election that 
showed marked conservative gains. In Estonia the government re¬ 
signed in February and President Strandman asked Konstantin Pasts 
to form a coalition ministry to institute drastic budget economies. 
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Chapter VI 

CENTRAL EUROPE AND THE BALKANS 

I 

AUSTRIA, HUNGARY AND CZECHOSLOVAKIA 

AUSTRIA’S financial crisis was first revealed on May ii, 
/\ when the collapse of the Austrian Credit Bank, the largest 
Y \ in the country, was foreshadowed. The economic upheaval 
which followed forced political compromises in Parliament, but the 
Cabinet resigned after agreeing to guarantee the liabilities of the 
Credit Bank. A new ministry formed by Carl Buresch made a strenu¬ 
ous effort to stabilize finances, after receiving a substantial loan from 
England. But conditions were not promising at the end of the year. 
The most dramatic political incident was the revolt started on Sep¬ 
tember 12 by Dr. Walter Pfriemer, leader of the Heimwehr or 
Austrian Fascists. Pfriemer proclaimed himself dictator. One per¬ 
son was killed, but the “putsch” was a fiasco. Dr. Pfriemer fled to 
Yugoslavia, but surrendered in December for trial in Vienna. 

Hungary too had a governmental upset, a financial crisis, and an 
abortive revolt. The political overturn came on August i6, when 
the cabinet of'Count Bethlen, who had exercised autocratic power 
for a decade, gave way to Count Julius Karolyi. The attempt to 
overthrow the government by force took place on November 28, 
1931, but it was thwarted by quick arrests of conspirators in Buda¬ 
pest, where General Raice, one of the plotters, killed himself at the 
police station. A moratorium on foreign debts was declared on De¬ 
cember 22. The total foreign indebtedness was estimated at $715- 
000,000. Admiral Horthy remained regent, despite the overthrow 

of Count Bethlen. 

Czechslovakia again proved to be the most stable government 
in Central Europe, both politically and economically. She signed 
a trade agreement on March 31 with Yugoslavia, and while she suf¬ 
fered from unemployment and the general financial disabilities, she 
remained much better off than any of her neighbors. 
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II 

POLAND, THE BALKANS AND GREECE 

Marshal Pilsudski returned to Poland from his vacation in 
Madeira in March. The government’s finances were improved by a 
new loan of $40,000,000 received from France. Nevertheless, trou¬ 
bles developed and Premier Slawek and his Cabinet resigned on 
May 26, to be succeeded by a government under the premiership of 
Marshal Pilsudski’s close friend, Alexander Prystor. 

A new trade agreement was concluded with Germany and 
better relations were established with Soviet Russia. An event of 
special interest to the United States was the dedication, on July 4, 
1931, of a monument (the gift of Paderewski and the work of Gut- 
zon Borglum) to Woodrow Wilson at Poznan, Mrs. Wilson being 
present. On October 6, the eleven prominent political leaders arrested 
in 1930 were placed on trial in Warsaw, and after a sensational trial, 
ten of the defendents were found guilty. Vincent Wipos, leader of 
the Peasant Party and three times Premier, was sentenced to one and 
a half years in prison. Others received heavier sentences. 

Yugoslavia was politically disturbed through 1931. In Febru¬ 
ary, Professor Milan Suffiay, a Croatian leader, was assassinated at 
Agram, and Professor Einstein and other prominent humanitarians 
blamed the Yugoslav government for this crime. During the summer 
panic, drastic restrictions were imposed on the withdrawal of deposits 
from banks, and King Alexander secured a loan of $42,000,000 from 
France to help meet the crisis. On September 3, I 93 T the King 
made the important announcement that he was ending his dictator¬ 
ship, that a new constitution would be drafted and that popular rule 
would be restored. Elections were held on November 9, and all the 
government candidates were elected. With no Opposition, minorities 
denounced the King’s gesture as insincere. Parliament reopened on 
December 7, for the first time in three years. Earthquakes, with con¬ 
siderable casualties, occurred on March 7. 

Rumania followed the course of most of Europe, changing gov¬ 
ernments amid tottering financial institutions and, as in the case of 
Yugoslavia, saving herself from collapse by borrowing $50,000,000 
from France. The ministries of Premier Maniu and George Miro- 
nescu were replaced first by a cabinet headed by Nicholas Titulescu, 
this being succeeded on April 16 by one under the Premiership of 
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Professor Nicholas Jorga. Parliament dissolved shortly afterwar , 
and the election of June 15 upheld the Jorga faction. The g 

ernment was still in power at the end of 1931 - though criticized. 

Rumania’s financial difficulties were aggravat^ by the failur 
in October, 1931, of the Marmarosch, Blank & Co, Bank, whic 
ruined many of the wealthiest men in the country. _ The governmen 
was condemned for failure to help the bank, and Michael Manoilescu, 

Governor of the Rumanian National Bank, was dismissed. ^ _ 

The year saw the marriage of Princess Ileana, the King s sister, 

to Archduke Anton of Hapsburg. Later in the year. Prince Nicholas 

married a commoner—Madame Jana Lucia Deletj. 

Rumania showed special interest in Russia’s proposal for a non- 

acraressive economic pact, and toward the year’s end steps were being 

taken to settle the dispute over Bessarabia and to resume relations 


with Serbia. , 1 rr .v, 

After several efforts Bulgaria managed to shake off the re¬ 
actionary government of Andre Liaptchev and to form a cabinet 
more fairly representative of the dominant agricultural interests. 
Premier Liaptchev resigned in April, but after several efforts had 
been made to form a new cabinet, he returned to power, but was later 
replaced by Alexander Malinov. Because of ill health, Malinov re¬ 
tired on October 12, turning the reins of government over to M. 
Muschanov. During the year the government extended control over 
many of the economic activities of the state, including agriculture 
and the marketing of wheat. It also undertook to improve trade 
relations with neighboring countries, but without doing anything to- 

ward settling the Macedonian controversy. 

The aged Dictator-President of Greece, Eleutherios Venizelos, 

like the venerable President Mazaryk of Czechoslovakia, devoted 
most of his efforts during the year to building up better relations 
with his neighbors. One of the events in Athens was the visit of 
Premier Ismet Pasha and Foreign Minister Tewfik Rushdi, Bey of 
Turkey, who returned the visit of Premier Venizelos to Angora m 
1930, and concluded the pacts of friendship and commerce initiated 
at that time. Considerable tension developed with Bulgaria in Feb¬ 
ruary over the frontier clashes and Greece renounced her trade con¬ 
vention with the Bulgarians. Premier Venizelos objected to the 
Hoover moratorium, declaring that Greece would suffer greatly from 
the loss of reparations. It was expected that Greece would herself 
declare a moratorium on foreign indebtedness early in 193^’ 
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SOVIET RUSSIA, THE ORIENT, AND AFRICA 

I 

RUSSIA REPORTS PROGRESS 

W HILE the rest of the world was suffering from economic 

paralysis, Soviet Russia made considerable economic gains 
during the year. The Soviet Republics felt the effects of 
world conditions and showed an adverse trade balance of some $125,- 
000,000, but it was claimed that this might easily have been wiped 
out by exporting surplus grain if prices had been high enough to 
warrant the transaction. Meantime, Russia began shopping around 
for credits and goods and transferred much of her former buying 
from the United States, Belgium, Poland and other countries that 
restricted her trade, to more enterprising sellers. Italy, Holland and 
Germany were the chief beneficiaries, but negotiations were under 
way for a trade pact with France and in several directions Russia 
improved her relations with capitalistic countries. 

At home, conditions were unusually calm. The January elec¬ 
tions went off without a hitch and the Communist regime showed it¬ 
self much more tolerant toward religionists and former critics of the 
Stalin program. Rykov, Bukharin and Tomski, deposed as members 
of the Central Executive Committee, were reinstated, Rykov return¬ 
ing from exile to become Minister of Posts and Telegraphs. These 
political readjustments coincided with a marked change in the eco¬ 
nomic policy along lines formerly stressed by Rykov and Bukharin. 
They had opposed the large industrial projects and argued that Rus¬ 
sia should first supply the immediate needs of the people. Although 
the pretentious developments of waterpower and vast industrial 
plants for making automobiles, locomotives and other heavy and 
costly machines were far from complete, Stalin announced on June 
23 a new program calculated to revive and stimulate numerous small- 
scale activities. Wages based upon the workers’ ability, with piece 
work in some lines; a six-day week with a set holiday; encourage¬ 
ment to individual initiative in business and to exiled experts and 
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an invitation to return, were features of this p-ogram 
S ite completion of the Five-Year Plan only a year off .t was 

Cr'Sn of time and a new Five-Year 

luxuries for the people. With the lessening of the strain put 
uLn workers and the modification of its basic tenets, Soviet Russia 
seemed to be moving rapidly toward state capitalism, with an in¬ 
crease in all forms of individual initiative and capitalism. 

The Communist Party claimed 2,240,658 members on February 
I after expelling about 100,000. Another sensational trial was 
staged in March, when a group of prominent Mensheviks confessed 

S part in a conspiracy " iTn 

&;tet Sgrels me. taVarch, and among other ‘Wngs vo.e^J 

had restricted Russian trade. Marked progress 

Agricultural program, and it was later announced that Sov. ‘ Rte 

sia had become the greatest agricultural nation. The 

Union Parliament met on December 22 and heard 

and pledges regarding economic progress and the carrying out of t 

paralleling the border of » 
Turkestan and began buildings to serve the railroad. Although 
banned by the Nanking government it increased m ‘^flu^ce ” C 

and managed to do considerable business with Japan. „nQa1 

success in getting the League of Nations to study Russia s proposa 
for a non-aggressive economic pact was one of the high lights 

Soviet diplomacy. 

II 


IN THE TURKISH REPUBLIC 

The Turkish National Assembly was dissolved on March 5 and a 
new election ordered. President Mustapha Kemal was elected for 

the third time, on May 4 , I 93 i- He had previously >"s 

party on Fascist lines and had further strengthened h.s hold on the 
country. Twenty-eight men were hanged at Menemen for their part 
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in the revolt of December. 1930. Beginning June i, 1931, the budget 
for the year was reduced from $i 10,000,000 to $92,000,000. Kurdish 
uprisings involved Turkey and Persia in border troubles in 1931. 

III 

IRAQ, SYRIA, PALESTINE AND ARABIA 

Iraq formed a treaty of alliance with Great Britain which was 
approved by the Council of the League of Nations on January 22. 
and despite bad economic conditions and a big deficit, Iraq looked 
forward to greater measures of independence and freedom from 
strife and depression as the outlook for a settlement of the contro¬ 
versy over her oil resources brightened. 

Syria also looked toward a home rule through promised relin¬ 
quishment by France of the mandate held since 1920. 

The dispute over the Wailing Wall, which had for so long 
caused trouble between the Jews and Moslems in Jerusalem, was 
settled through report of a British commission which declared the 
Wall to be the property of the Moslems but held that it should be 
kept open for Jewish religious uses. 

In February, 1931, Bertram Thomas, a young British explorer, 
completed the first crossing of the Great Southern Desert of Arabia 
by a white man, traveling nearly a thousand miles in less than sixty 
days. 

IV 

EGYPT AND ABYSSINIA 

Comparative calm prevailed throughout the year in Egypt, al¬ 
though 86 persons were killed in Cairo in anti-election riots. Both 
the Wafd and the Liberal Constitutional parties boycotted the elec¬ 
tion and resisted the compulsory voting law. Premier Sidky re¬ 
mained in office but there were reports toward the end of the year of 
pending political compromises to combat economic conditions. The 
first airmail between Cairo and Cape Town was initiated on March i. 

On November 3 the first Ethiopian Parliament was opened at 
.A.ddis Ababa by Emperor Haile Selassie I of Abyssinia, after a feast 
in which 10,000 warriors took part. 
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Chapter I 

OUTSTANDING WORLD EVENTS 

I 

THE SINO-JAPANESE CONFLICT 

% 

T he Sino-Japanese conflict which started in September, 

1931 with the invasion of Manchuria by Japan broke out 
afresh in Northern China on January 2, 1932 when Japa¬ 
nese troops swept down, on Chinchow. The Chinese had been 
warned of the invasion and evacuated the city, making no attempt 
to defend it. Five days later the invaders entered Sharthaikwan, 
driving the Chinese further south. On January 22 Japan demanded 
that China give up her boycotting of Japanese goods, which she had 
undertaken on a large scale when Japanese troops invaded Man¬ 
churia, and that anti-Japanese organizations in the foreign settle¬ 
ments be suppressed immediately. The boycotting was curtailed, 
though not entirely stopped, and the anti-Japanese organizations 
were soon disbanded. Nevertheless Japan sent 4 destroyers, 2 cruis¬ 
ers, an aircraft carrier and 400 marines to Shanghai. On Januaiy 
27 the Japanese consul at Nanking sent a 24-hour ultimatum to 
Mayor Wu of Shanghai demanding redress for an offensive article 
concerning the Japanese Emperor which had appeared in a Chinese 
paper in Shanghai. Mayor Wu agreed to the demands within the 
time limit, but Japan sent 2,000 marines into Chapei, adjacent to the 
International Settlement, on the night of January 28 and also 
dropped bombs and flares on the city which burned down the 
wooden homes. Fighting continued for five weeks, at the end of 
which time the city was practically destroyed. 

I Dr. W. W. Yen, Chinese Minister to the United States and 
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representative at the League of Nations, appealed to the Council of 
the League on January 29, 1932 to undertake, in accordance with 
Articles ^ and XV, to stop the war. The Council decided on Feb¬ 
ruary 2 to cooperate with the United States, France, Great Britain 
and Italy in their attempt to settle the conflict. These countries on 
the same day appealed to China and Japan to withdraw their troops 
from Shanghai and to attempt to make a peaceful settlement of their 
dispute in Manchuria and Shanghai. Japan refused to agree to the 
proposals made, and China appealed to the League of the Assembly 

to take action. 

The Assembly, calling a special session on March 3 to study 
the dispute, voted to appeal to China and Japan to cease their fight¬ 
ing and to advise the appointment of a general conference to work 
out a peaceful settlement. The next week the Assembly voted that 
the provisions of the Covenant of the League were applicable to the 
Sino-Japanese dispute and that no situation or treaty brought about 
by means contrary to the Covenant or the Briand-Kellogg Pact 
should be recognized by any member of the League. A committee 
composed of representatives of 19 countries was appointed by the 
\ssembly to make recommendations for settlement of the dispute. 
This committee, called the Committee of Nineteen, adopted a resolu¬ 
tion upholding Secretary Stimson’s position as stated in his letter of 
January 2 to China and Japan. In these letters he stated that the 
United States would not recognize any treaty or agreement entered 
into by any Governments which impaired the treaty rights of the 
United States or its citizens in China and would not recognize any 
situation or agreement brought about by means contrary to the 
Pact of Paris, to which treaty the United States, China and Japan 

were parties. 

A Japanese cruiser bombed Nanking on February i and three 
days later started a siege of the Woosung forts at the mouth of the 
W'hangpoo River. The Chinese troops, numbering approximately 
120.000. fought valiantly for a week but were then forc^ to re¬ 
treat. The city of Kiangwan was burned to the ground. Fighting 
continued until May 5. when China and Japan agreed to an armis¬ 
tice proposed hv a committee sent to study the conflict. The Japa¬ 
nese troops withdrew from Shanghai and were transported to Man¬ 
churia, where under the leadership of the Japanese the Manchurian 

f )fficials had set up a puppet state, called Manchukuo. _ 

W'hile the fighting was being waged at Shanghai Chin 
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troops numbering about 2,000 attacked in March the new Man- 
chukuo Government. Japanese troops joined the Manchukuo anny 
in combating the Chinese and by July were attempting to diive 
he Chinese out of Jehol. The Japanese troops withdrew in the 
latter part of August but warned the Chinese that they would re¬ 
turn later Toward the close of 1932 the Japanese troops were 
asain amassed at the borders of Jehol and an attack was expected 
momentarily. The Chinese were successful in taking the section 
north of Tsitsihar, but later the Japanese recovered a portion of 

the territory. • 1 • 

The Commission of Inquiry which had been appointed m ac¬ 
cordance with the Council resolution of Dec. 10, 1931 reached 
Mukden on April 2.1932. The members of the Commission were the 
Earl of Lytton of Great Britain, who was elected president; Count 
Aldrovandi-Marescotti of Italy, Henri Claudel of France, Ma¬ 
jor General Frank Ross McCoy of the United States and Dr. Hem- 
rich Schnee of Germany. The report, which was published on Oct. 2, 
1932, stated that while the unsettled conditions in China had been 
trying and had affected seriously the trade of Japan they had not 
warranted Japan in invading Manchuria, and that the invasion could 
not be regarded as a measure of legitimate defense. The report 
held that the State of Manchukuo was not set up by Manchurians as 
an independent move but was created through the efforts of the Jap¬ 
anese civil and military authorities. The report recommended that 
direct negotiations be held by the two countries with neutral observ¬ 
ers and that the nominal Chinese sovereignty over Manchuria be re¬ 
stored. The Japanese Government contradicted the findings of the 
Commission and stated that Japan had not violated the Nine Power 
Treaty, the Kellogg Pact or the League Covenant. Not being able 
to reach any satisfactory settlement of the Far Eastern issue the 
Council referred the Lytton Report and the settlement of the dis¬ 
pute to the Assembly on December 5. Four days later the Assem¬ 
bly referred the dispute to the Committee of Nineteen, and a 
subcommittee drafted a resolution on the Manchurian issue. The 
Japanese Government objected to the major portion of the resolu¬ 
tion. The Chinese Government accepted it and declared that Man¬ 
chukuo would have to be returned to China before there could be 
any conciliation. Still hoping that some basis for a peaceful settle¬ 
ment might be worked out, the Committee decided not to endorse 
immediately the Lytton Report, which would have set in motion 
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boycotting- measures against Japan by the members of the League 
and adjourned on December 20 until January 16, 1933. 

II 

DISARMAMENT CONFERENCE 

Of outstanding importance in the events of 1932 -was the World 
Disannament Conference which opened at Geneva on February 2 
and continued its work with interruptions throughout the year. It 
was the first conference of its kind ever to be held, and the opening 
session was attended by 230 delegates representing nearly 60 na¬ 
tions. Most of the countries agreed that all chemical and bacterio¬ 
logical warfare must be abolished. Great Britain, Japan, Italy and 
Russia demanded that air bombardment be abolished, and the United 
States, Japan and Great Britain held that submarine warfare must 
be given up. The greatest difficulties in working out a feasible dis¬ 
armament plan arose from the opposing attitudes of France and Ger¬ 
many. Germany held that the Versailles Treaty which cut down the 
armament of the defeated countries in the World War also called 
for a proportional reduction to follow in the armament of the other 
countries. France maintained that no obligation to reduce arma¬ 
ments by the victorious countries was included in the treaty or im¬ 
plied. She also stated that, as she had long contended, security 
must precede disarmament. Italy upheld Germany’s contention that 
it had been the understanding of those who drew up the Versailles 
Treaty that there would be a general reduction on the part of all 
the countries to the level imposed on the defeated countries. M. Lit- 
vinoff, of Russia, presented a plan for progressive disarmament with 
the aim of full disarmament bv all countries in the future. 

After adopting rules for the procedure to be followed in the 
discussion of the disarmament plans, the Conference adjourned on 
March 19 until April ii, 1932. 

Hugh Gibson, Ambassador to Belgium and head of the Ameri¬ 
can delegation, proposed at the opening of the new session on April 
11 that aggressive armament be abolished. Though Great Britain, 
Italy and Germany approved the plan, Premier Andre Tardieu of 
France opposed it on the ground that there was no difference be¬ 
tween aggressive and defensive weapons. Premier Tardieu pro¬ 
posed that all heavy guns and all big ships, airplanes and submarines 
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with their crews be placed at the disposal of the League of Nations, 
so that security of the countries could be assured. The discussions 
were continued for several weeks but were fast reaching a deadlock 
and it was predicted that the Conference would be forced to break 
up. On June 22, however, Hugh Gibson presented President 
Hoover’s plan for one-third disarmament of the entire world and 
abolition of bacteriological and chemical warfare, tanks and bomb¬ 
ing planes. Italy and Germany approved the plan, but France op¬ 
posed it because such a reduction of armament would leave her 
without any assurance of protection in case Germany should again 
decide to wage war against her. Japan also opposed the plan. 
Great Britain proposed that the reduction be in tonnage and gun 
caliber rather than a general one-third reduction in armament and 

that the tanks should not be abolished. 

The United States, Great Britain and France agreed in July 
to extend for four months the international naval holiday which 
was to expire on November i. Germany would not sign the agree¬ 
ment until her demand for arms equality had been met. Japan and 
Russia also refused to sign it. 

The Disarmament Conference adjourned on July 24 to recon¬ 
vene on January 19, 1933. The committees which were set up, 
however, were to continue a study of President Hoover’s plan, 
and the Bureau of the Conference was to continue in session and 


hold its next meeting on September 21, 1932. 

Germany was not satisfied with the trend the discussions had 

taken and wrote a memorandum to France reiterating her demand 
for arms equality. Chancellor Von Papen later stated that Ger¬ 
many would withdraw from the Conference unless her arms equality 
were recognized, and in a radio speech Gen. Von Schleicher threat¬ 
ened that if the countries failed to reduce their armament in accord¬ 
ance with the understanding of the Versailles Treaty Germany 
would enlarge her own armament. France advised Gei*many that 
she was ready to continue negotiations for disarmament but held 
that the Versailles Treaty did not obligate the victorious countries 
to reduce their armaments to the level imposed on Germany. Great 
Britain also wrote Germany, criticizing her threatening attitude, 
but upholding her interpretation of the Versailles Treaty. 

The Disarmament Conference Bureau met at Geneva on Sep¬ 
tember 21, 1932, but as Germany did not send a representative, 
called a meeting of the General Commission in November to dis- 
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CUSS Germany’s demand for arms equality. France presented a new 
plan for disarmament on November 4, proposing the substitution 
of conscription armies on a short-term basis for professional armies, 
the organization of trained special armies to be put at the disposal 
of the League of Nations, united action against aggressor nations 
and abolition of air bombing. The United States and Great Britain 
were not to be included in the conscript armies plan. Great Britain 
also presented a new plan, recognizing Gennany’s demand for arms 
equality but demanding her return to the Conference and calling for 
an agreement by the European countries not to resort to war in case 
of differences, the abolition of submarines and air bombing, the 
limitation of sizes of tanks and mobile land guns, and international 
supervision of all armaments. After several weeks’ discussions the 
United States, Great Britain, France, Germany and Italy signed an 
agreement recognizing Germany’s claim to arms parity, and Ger¬ 
many agreed to return to the Conference. 

Ill 

REPARATIONS AND WAR DEBTS 

Great Britain and France proposed to Germany early in 1932 
that the Hoover moratorium on reparations payments be extended 
for another year. Germany, however, declared that she could not 
continue her payments on the expiration of the Hoover moratorium 
on Tune 30 and demanded that a settlement of the reparations be 
made by that time. Representatives of 18 European countries met at 
Lausanne on June 16 to make a further study of the reparations 
problem. The United States did not send a representative, holding 
that the reparations did not concern the United States and that 

reparations and war debts were not allied. 

The Lausanne Treaty was signed on July 9 by Great Britain, 

Italy, Belgium, Japan, Poland, the British Dominions and Germany. 
This treaty discarded the Young Plan, which called for the pay¬ 
ment of 34,000,000,000 gold marks payable in annuities until 1988, 
and substituted for it an agreement that bonds for 3,000,000,000 
gold marks (approximately $714,000,000) were to be delivered to 
the Bank for International Settlements, the bonds to be redeemable 
and to bear 57^ iiiterest. The bonds were not to be negotiable for 
three vears. Init must be negotiated within 15 years or be cancele . 
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Though not a part of the treaty, a Gentleman’s Agreement was 
sig-ned by Great Britain, France, Belgium and Italy, to the e ec 
thit the treaty would not be presented to their respective countne 
for ratification until settlements had been made with their credito , 

namely the United States. , i. 

The first installment of the war debts to the United States 
after the sitrning of the Lausanne Treaty was due December 15, 
1072. A letter was received from Great Britain by the United States 
Government on November 10 asking for a revision of the war debts, 
and a suspension of the installment due on December 15 until dis¬ 
cussions on the war debts could be held. This letter was followed 
bv similar requests from France, Belgium, Czechoslovakia, Poland, 

Latvia and Lithuania. Secretary of State Stimson notified the 
countries that though President Hoover had no authority to sus¬ 
pend the December 15 installments, he would recommend to Con¬ 
gress the appointment of an agency to make a survey of the war 


The following countries paid the installments due on Decem¬ 
ber 15, 1932: Great Britain, $95,550,000; Italy, $1,245,437; 
Czechoslovakia, $1,500,000; Finland, $186,235; Latvia, $111,852, 
and Lithuania, $92,386. The following countries defaulted on their 
payments: Belgium, $2,125,000; Estonia, $266,370; France, $19,- 
231,432; Hungary, $40,729, and Poland, $3,302,980. 


IV 

ACHIEVEMENTS IN AVIATION 

There were many noteworthy achievements in aviation during 
1932. The most heralded were the eastward solo flight by Amelia 
Earhart Putnam across the Atlantic in May and the westward solo 
flight across the North Atlantic by Capt. James Allan Mollison, a 
Scotchman, in August. Mrs. Putnam was the first woman to make 
a solo flight across the Atlantic, and in doing so she established a 
new distance record for women and a new record for the route. 
She left Harbor Grace, Newfoundland, in her Lockheed Vega mon¬ 
oplane at 5.50 eastern daylight time on May 20 and landed at Cul- 
more, Ireland, five miles from Londonderry, after a flight of 2,026.5 
miles, in 15 hrs. 18 min. Mrs. Putnam made another new record for 
women on July 13 in her flight from Los Angeles to Newark, N. J., 
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her flying time being 17 hrs. 59 min. 40 sec. The following month 
she made a non-stop flight from Los Angeles to Newark in 19 hrs 
5 min., the first time this had been achieved by a woman. On this 
flight Mrs. Putnam established a new long distance record for 
women, having flown 2,447.8 miles. 

Capt. Mollison was the first to make a westward solo flight 
across the North Atlantic. He left Portmarnock, Ireland, in The 
Heart's Content, a small Moth plane, on August 18 and landed at 
Pennfield Ridge, New Brunswick, Canada, a distance of 3,000 
miles, in about 30 hrs. He had planned to make a round trip 
flight, but weather conditions made it unwise to attempt the flight 
back. Capt. Mollison had established a new record earlier in the year 
for the flight from England to Cape Town, Africa, in his Gypsy 
powered Puss Moth, making the flight in 4 days 17 hrs. 19 min. 

James Mattern and Bennett Grififln, American fliers, attempted 
to make a flight around the world but crashed on their way to Mos¬ 
cow. They did, however, make the first non-stop flight from North 
America to Berlin on July 5-6 in 18 hrs. 40 min. 

Three new transcontinental records were established during 
the year. Roscoe Turner, in the Bendix Derby in August, made the 
west-east flight in 10 hrs. 58 min., and Capt. James Haizlip in 
10 hrs. 19 min. Turner established a new east-west record on No¬ 
vember 14 when he made the flight from Bennett Field in Brooklyn, 
N. Y., to the United Airport at Burbank, Cal., in 12 hrs. 33 min. 

IMaj. James H. Doolittle made a new land plane record in the 
National Air Races at Cleveland in September. He averaged 
294.38 miles an hour and reached a speed of 309.04 miles an hour. 
In the same races Mrs. Mae Haizlip made a new land plane speed 
for women, reaching 252.226 miles an hour. 

A new record for altitude flight was made by Capt. Cyril 
Uwins, English aviator, over the Severn Valley on September 16. 
He reached a height of 43,976 ft. Two French fliers, Lucien Bous- 
soutrot and Emil Rossi, set a new distance record on March 26 for 
flying over a closed circuit. They flew over Morocco for 76 hrs. 43 
min. and flew 6,587.442 miles. 

A new world altitude record for women was established during 
1932. This was set by Mine. Maryse Hilsz, a French aviator, who 
attained 32,122.606 ft. on August 19 at Paris. A new endurance 
record for women was established in August by two American 
aviators, Mrs. Louise MePhetridge Thaden and Mrs. Frances Har- 
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rell Marsalis. They flew over the Curtiss-Wright field at Valley 

Stream, L. L, for 8 days 4 hrs. 5 min. 

A new record for the flight, from France to Cape Town was 

established by two French fliers, Capt. Goulette and Lieut. Salel, m 
April. Their flight took 3 days 18 hrs. 15 min. In November Amy 
Johnson noted British flier and wife of Capt. Mollison, established 
a new record for the flight from London to Cape Town, making the 
trip, 6,250 miles, in 4 days 6 hrs. 54 min., thus cutting her husband s 
record by over 10 hrs. She established another record on her re¬ 
turn flight, making the trip in 7 days 7 hrs. 7 min. C. W. A. Scott, 
Australian aviator, made a record flight from England to Australia 

in April in 8 days 20 hrs. 54 min. 

An army balloon piloted by Lieuts. W. J. Paul and J. H. Bishop 

won the National Balloon Race which started from Omaha, Neb., 

on May 30. They flew from Omaha to Hatton, Sask., a trip of 

901.4 miles, in 29 hrs. 15 min. The Gordon Bennett International 

Race, which started from Basle, Switzerland, on September 25, 

was won by the United States Navy balloon piloted by Lieuts. 

T. G. W. Settle and W. Bushnell, who flew 963 miles. 

The first flight over an open sea in an autogiro was made by 
Capt. Lewis A. Yancey on January 24. He flew in a Cierva auto¬ 
giro from Key West to the General Machado Airport at Havana 

in I hr. 41 min. 

The German dirigible Graf Zeppelin, which has visited Amer¬ 
ica several times, made 18 transatlantic trips, with passengers, mail 
and freight, during 1932. Eight flights were made in the spring 
and ten in the fall according to a prearranged schedule. The trips 
were made between Pernambuco, Brazil, and Friedrichshafen, Ger¬ 
many. The first trip, which was made in March, took 68 j 4 hrs. 
In January, 1932, a weekly 6,000-mile air service between England 
and Cape Town, South Africa, was begun. 


V 

THE OLYMPIC GAMES 

The Tenth Olympiad was held at Los Angeles, Cal., from 
July 30 to August 14, 1932. Two thousand athletes from 50 coun¬ 
tries took part in the contests, and the games were watched by a 
total number of 1,750,000. According to the unofficial point system 
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the United States led with no points. The .next highest scores 
were Italy. 42; Germany, 41 ; France, 29^^ ; Sweden, 29^; Great 
Britain, 24^2 ; Japan, 24 and Hungary 21The United States 
won 15 of the track and field contests. Eddie Tolan won the 100- 
meter and 200-meter races, the first in the world record time of 
0:10.3 and the second in a new Olympic record time of 0:21.2. 
William Carr won the 400-meter race in a new world record time 
of o :46.2. George Galing won the i lo-meter hurdle with a record of 
0:14.6 and Mildred Didrikson the women’s 80-meter hurdle with a 
record of o :i 1.7 and the women’s javelin with a new world record of 
143 ft. 4 in. Edward Gordon won the broad jump with a record of 
25 ft. in., William Miller the pole vault with a new world record 
of 14 ft. 1% in., and Jean Shiley the women’s high jump with a 
new world record of 5 ft. 5 Ft Leo Sexton made a new Olympic 
record in the shot put with 52 ft. 6 ^ in., and John Anderson a 
new Olympic record of 162 ft. 4 j 4 in. in the discus throw. James 
Bausch made a new world record of 8462.23 in the decathlon. The 
United States also won with new world records the 400-meter relay 
(0:40), 1,600-meter relay (3:08.2) and 400-meter women’s relay 
races (0:47). Clarence Crabbe won the 400-meter free style swim¬ 
ming contest in 4:48.4, Harold Smith the high dive with 124.80 
points, and M. R. Galitzen the springboard dive with 161.38 points. 
The United States won six of the seven women’s swimming and 
diving contests. Helene Madison won the 100-meter free style in the 
new Olympic time of i :o6.8 and the 400-meter free style in a new 
world record time of 5 :28.5. Eleanor Holm won the 100-meter 
back stroke with a new world record of i :i8.3. Dorothy Poynton 
won the high dive with 40.26 points, and Georgia Coleman the 
springboard dive with 87.52 points. The 400-meter free style 
relay was won by the United States in 4:38. The University of 
California won the 8-oared crew race in 6:37^^ and the United 
States also won the double sculls, in 7:17^. 

The Third Olympic Winter Games were held at Lake Placid, 
N. Y., from February 4 to 13. Three hundred and thirty-five ath¬ 
letes from 17 nations comi>eted in the contests. The United States 
won the two-man and four-man bob sled. Jack Shea (U. S.) won 
the 500-meter and 1,500-meter speed races, and Irving Jaffee (U. S.) 
tlie 5,000- and 10,000-meter sjjeed skating races. Elizabeth DuBois 
(U. S.) won the 1,000-meter women’s speed skating and Catherine 
Klein (U. S.) the 1,500-meter Avomen’s speed skating races. 
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Chapter II 

THE UNITED STATES 

I 

NATIONAL ELECTIONS 

4 T THE national elections held Nov. 8, 1932 Governor Frank- 
/\ lin D. Roosevelt ahd John N. Garner, Democratic candi- 

dates for President and Vice-President, were elected with 
22,813,786 popular votes. President Herbert Hoover and Vice- 
President Charles Curtis, Republican candidates for rejection, 
received i5,759>266 popular votes. Norman Thomas, Socialist 
candidate, received 881,951 popular votes. Gov. Roosevelt received 
472 electoral votes and President Hoover 59. The six states whose 
electoral votes went to President Hoover were Connecticut, Dela¬ 
ware, Maine, New Hampshire, Pennsylvania and Vermont. 

The economic condition of the United States proved to be the 
main issue of the campaign. Prohibition was also an important 
issue. Gov. Roosevelt charged Hoover’s Administration with re¬ 
sponsibility for the economic depression and proposed a general pro¬ 
gram for recovery. The keynote of his speeches throughout his 
campaign was a promise of a “new deal.” President Hoover based 
his campaign on the record of his Administration, on the lessening 
of unemployment, on keeping the country on the gold standard and 
on preventing the United States from experiencing the economic 
distress of other countries. He warned the people that a change of 
government at a time when a definite upward trend in business re¬ 
covery and employment had started would be dangerous to the coun¬ 
try. The Democratic platform included an out-and-out repeal of 
the i8th Amendment, whereas the Republican platform called for 
a referendum on the amendment. Both men toured the country in 
their campaigning and made wide use of the radio. While there 
had been dissension in the Democratic Party, particularly between 
Gov. Roosevelt and former Gov. Alfred E. Smith, near the end of 
the campaign Smith made several speeches in the New England 
states urging the people to vote for Gov. Roosevelt. In the Repub- 
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lican Party, on the other hand, the dissension continued to the end 
and while not the deciding factor in the election gave Gov. 
Roosevelt support in several pivotal states. Senators Hiram W. 
Johnson of California, George W. Norris of Nebraska, and Robert 
M. LaFollette, Jr., of Wisconsin deserted the Republican ranks and 
voted for Roosevelt. William E. Borah withdrew his support from 
President Hoover because of the prohibition plank in the Republi¬ 
can platform but did not support Gov. Roosevelt. 

The Democratic Party had an overwhelming victory in the 
elections for governors and both Houses of Congress. Of the 35 
governors elected 29 were Democrats, 5 Republicans and i Farmer- 
Labor. Of the 33 senators elected 27 were Democrats and 6 were 
Republicans. Of the 435 elected to the House of Representatives 
313 were Democrats, 117 Republicans and 5 Farmer-Labor. Several 
of the best-known senators. Sen. Reed Smoot of Utah, Sen. James 
E. Watson of Indiana, Sen. George H. Moses of New Hampshire, 
Sen. Wesley L. Jones of Washington, Sen. Smith Brookhart of 
Iowa, Sen. Hiram Bingham of Connecticut and Sen. Otis Glenn of 
Illinois were swept out of office. Several states held a referendum 
on prohibition at the elections. Arizona, California, Colorado, 
Louisiana, Montana, Michigan, New Jersey, North Dakota, Ore¬ 
gon and Washington voted for repeal. Connecticut and Wyoming 
voted to petition Congress to submit a repeal amendment to the 
people. 

II 

ECONOMIC CONDITIONS 

The economic crisis in the United States became increasingly 
serious during the first half of 1932. The number of unemployed 
reached a total of approximately 11,000,000, and wage cuts of 10% 
or more were general. Industrials reached their lowest level in 
June and stocks, rails and utilities reached new lows in July. Of 
the 1,400 bank failures during 1932, 907 had occurred in the first 
seven months. In July there was a slight upward trend in business 
conditions and for the next few months a cutting down of unem- 
jdoyment, but by the end of December unemployment had very 
nearly returned to its high peak, and business had failed to reach 
its January, 1932 level. 

Farm problems became increasingly severe during I 93 -- 
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While prices for crops fell and land values decreased, taxes and 
morts-aee interest remained at about the 1930 level when the farm¬ 
ers were receiving a more adequate price for their crops. The farm 
morteage debts in the whole United States totaled approximately 
eo% of the total farm land values, while the debts and taxes 
together were about 20% of the gross income from the farms. In 
August a group of farmers in Iowa declared a farmers’ holiday and 
blocked the roads leading to the city to prevent farm trucks from 
reaching the markets, in an effort to raise the prices of the crops. 
The movement later extended to Omaha, Nebraska, South Dakota, 
Minnesota and Wisconsin. While the movement was not success¬ 
ful in raising prices, it focused the attention of the country on one 
of the most important factors in bringing about the recovery of the 
country. Farmers from 26 states held a national conference in 
Washington in December and presented demands to President 
Hoover and Congress for a moratorium on mortgages, taxes and 


foreclosures. 

Most of the large cities in the United States faced serious finan¬ 
cial problems during 1932. New York had to borrow from bank¬ 
ing houses to pay its city employees. Chicago and Philadelphia 
were unable to meet their payrolls, and Boston had at the end of the 

year the largest deficit in its history. 

The United States suffered more than any other country in her 

foreign trade during 1932, this falling to slightly more than 25% 
of its value in 1929. This decrease was due in part to the levying 
of higher tariffs by the other countries and in part to their efforts 

to increase their own exports. 

The fiscal year ending on June 30, 1932 showed a deficit of 
$2,885,000,000. Revenues had been $i, 557 > 729 > 042 , a decrease of 
36% from that of 1931. 

The Interstate Commerce Commission approved on July 21, 
1932 the consolidation of the Eastern railroads, except those of 
New England, into four groups: the New York Central, the Penn¬ 
sylvania, the Baltimore & Ohio, and the Chesapeake & Ohio Nickel 
Plate. The consolidations proposed were accepted by the execu¬ 
tives of the four companies. About 300 lines were involved in the 
consolidation plans. A program for consolidation of the New Eng¬ 
land lines was postponed and the Wabash-Seaboard consolidation 
plan dropped. In January, 1932 the railways and unions ratified an 
agreement for a 10% wage cut for a period of one year. 
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III 


RELIEF MEASURES AND OTHER LEGISLATION 

Congress passed in January, 1932 the Reconstruction Finance 
Corporation Bill, which provided emergency financing by the Gov¬ 
ernment to the extent of $2,000,000,000 for a period of a year for 
fiscal institutions, building and loan societies, commerce, industry 
agriculture and railways. President Hoover signed the bill on Jan 
22, 1932. Loans to states for relief measures were later authorized 
by Congress, and the sum available for emergencies was increased 
to $3,800,000,000. The time for this assistance was also extended 
from Jan. 22, 1933 to Jan. 22, 1934. Cash loans made by the Cor¬ 
poration up to December 31, 1932 totaled $1,648,622,393, of which 
$317,288,072 had been repaid. The largest class of borrowers 
were the banks, 5,282 of them having received $850,822,060. Sixty- 
two railroads received $337>435.093, and farmers received $64,204,- 
505 for crop loans and $100,993,175 for relief measures. 

President Hoover appealed to the country on February 3, 1932 
to stop hoarding money and put it into circulation. A month later 
he asked the people to buy Baby Bonds with their hoardings. These 
bonds, maturing in one year, were for $50, $100 and $500 and bore 
2% interest. About $30,000,000 worth were sold. 

The Glass-Steagall Bill, which provided for extension of the 
services of the Federal Reserve System, was passed by Congress 
on February 26, 1932 and signed by President Hoover on the fol¬ 
lowing day. This bill permitted member banks to borrow from the 
Federal Reserve System, under certain restrictions, and also per¬ 
mitted member banks to borrow on commercial paper which had 
hitherto been ineligible. This latter provision made approximately 
$750,000,000 of the Federal Reserve System’s gold supply available. 

The Home Loan Bank Bill, which provided that no more than 
12 and not less than 8 Government supervised home loan banks were 
to be established throughout the country, was signed by President 
Hoover on July 22, 1932. Each bank was to have a capital stock 
of not less than $5,000,000. The purpose of these banks was to as¬ 
sist in home building where it was not possible to procure mortgage 
credits and to establish a permanent reserve system for home financ¬ 
ing institutions. The banks began to function about December l, 
1932. 
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The House passed the Garner relief bill for $2,290,000,000 on 
Tune 7, 1932, and the Senate passed the Wagner relief bill for $2,- 
•200 000 000 on June 23 and sent it to the House to be compromised 
with the Garner bill. President Hoover protested against the loans 
to individuals and private corporations proposed in the Garner bill; 
but these measures were included in the compromise bill, and he 
vetoed it on July ii. Congress passed a relief bill a few days later 
which omitted these features, and President Hoover signed it on 

July 21. . ,• A • 

Congress passed in March, 1932 the Norris-LaGuardia Anti- 
Injunction Bill, which outlaws the “yellow dog” contract, or agree¬ 
ment of a worker not to join a union, and curbs the use of injunc¬ 
tion in labor disputes. The bill also declares that labor has the 
right to organize and forbids labor injunctions until the employer 
has made a reasonable effort to settle the dispute or unless the em¬ 
ployer is unable to procure adequate protection from the public offi¬ 
cers. It provides for jury trials in contempt cases not committed in 
the presence of the judge, and gives the defendant who has been 
declared in contempt because of his criticism of the presiding 
judge’s conduct of the case the right to demand that the case be 

heard before another judge. 

A tax bill, which increased income, inheritance and corporation 
taxes and postage rates, and levied taxes on bank checks and cer¬ 
tain products, was signed by President Hoover on June 6, 1932. It 
was expected that the taxes would produce revenues of over 

$1,000,000,000. 

The Senate passed an economy bill on June 4, 1932 reducing all 
Federal salaries 10% beginning July i, but a few days later 
adopted the payless 30-day furlough plan advocated by President 
Hoover instead. The House adopted this bill on June 20, and 
President Hoover signed it 10 days later. President Hoover cut 

his own salary 15% on July 15- 

The Norris-Rutherford “Lame Duck” Amendment, whereby 
the terms of office of the President and Vice-President will begin on 
January 20 instead of March 4 and the term of Congress will begin 
on January 3 instead of December 2 after elections, was passed by 
the House on February 16, 1932. The amendment also provides 
for the filling of the office of the President in case the President or 
President-elect dies. On March 2 the Senate adopted a joint reso¬ 
lution to submit the amendment to the states. Virginia was the 
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first state to ratify the amendment. By the end of 1932 the legis¬ 
latures of 17 states had ratified the amendment in the following 
order; Virginia, Kentucky, New York, Mississippi, Arkansas, New 
Jersey, South Carolina, Michigan, Maine, Rhode Island, Illinois 
Louisiana, West Virginia, Pennsylvania, Indiana, Texas, and 
Alabama. 


The Senate voted on March 4, 1932 to have an investigation 
made of the short selling on the stock market and its effect on the 
economic depression of the country. Hearings were started in 
April but had not been completed at the end of the year. 

The House passed the Hare Bill, granting independence to the 
Philippines in eight years, on April 4, 1932. The Senate passed the 
Hawes-Cutting Bill, granting independence in 12 years on Decem¬ 
ber 17. The Senate adopted the conference report on the Philippine 
independence bill on December 22, and the House adopted it eight 
days later. The compromise bill grants complete independence to 
the Philippines at the end of a lo-year probationary period, pro¬ 
vided that the Philippine Legislature frames a constitution within 
two years, calls for an immigration quota of 50 a year and free 
entry of 850,000 tons of sugar and 200,000 tons of cocoanut oil an¬ 
nually, and provides for gradually increasing export taxes at the 
end of six years. The bill must be approved by the Philippine Leg¬ 
islature. The bill was opposed by the Administration on the ground 
that the Filipinos had not had enough experience in government to 
be ready in eight years to take over the entire responsibility of gov¬ 
erning the Philippines, that the islands would suffer economically 
with the proposed restriction of their imports into the United States, 
and that the islands would not be able to protect themselves in case 
of invasion if the United States withdrew her protection. It was 
also opposed by Secretary of State Stimson, who had been Gov¬ 
ernor General of the Philippines in 1927-29, and by Secretary of 
War Patrick J. Hurley. As the compromise bill did not remove the 
objectionable features of the Blare Bill President Hoover vetoed it in 
January, 1933. Congress, however, passed the bill over his veto. 

There was considerable legislation on prohibition in both 
Houses of Congress during 1932. The Bingham resolution to sug¬ 


gest to the governors of the states that they ask their legislatures 
to hold referendums on prohibition repeal or modification was de¬ 
feated in the Senate on January 21 by 55 to 15. On March 14 the 
Blouse voted 227 to 187 against the Beck-Linthicum resolution to 
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ciihmit a new Constitutional amendment giving each state control 

oTeriiquor. Both Houses defeated bills to legalize 2.75 beer for 
^I vation The House voted on the first day of its session in Decem- 
w 272 to 144, to submit the Garner resolution to repeal the 

Fi^ht^nth Amendment to the states, but a two-thirds vote was 
necessary to pass the bill. The House voted on December 21 230 
to 16; for the Collier bill which called for 3.2% beer by weight. 

When Congress reconvened in December President Hoover 
oresented a program to cut the Government expenses approximately 
$c 8 o 000,000 by consolidating Government bureaus, cutting the 
Veterans’ Bureau costs, and curtailing the public works projects to 
those which were self-liquidating. He also advised a sales tax to 
help balance the budget. Both Houses opposed the plans for consol¬ 
idating the bureaus, and when President-elect Roosevelt opposed the 
sales tax, further consideration of this measure was dropped. Lit¬ 
tle was expected to be accomplished in the last session of the Sev¬ 
enty-second Congress, for a fourth of the members had been 
repudiated at the November elections, and both the Senate and 
House were opposed to most of the proposals of President Hoover. 


IV 

GOVERNMENTAL APPOINTMENTS 

President Hoover’s appointment of Andrew W. Mellon, Secre¬ 
tary of the Treasury, as Ambassador to Great Britain was con¬ 
firmed by the Senate on February 5, 1932, and the appointment of 
Under-Secretary of the Treasury Ogden L. Mills as Secretary of 
the Treasury on February 10. Col. Theodore Roosevelt, Governor 
of Puerto Rico, was nominated on January 9 to succeed Dwight F. 
Davis as Governor General of the Philippines. James R. Beverley, 
Attorney General of Puerto Rico, was appointed Governor of Puerto 
Rico. Joseph Grew, Ambassador to Turkey, was named Ambassa¬ 
dor to Japan on February 9. On the resignation of Oliver Wendell 
Holmes as an associate justice of the United States Supreme Court 
on January 12, after nearly 30 years of service, Benjamin Cardozo, 
Chief Judge of the New York State Court of Appeals, was ap¬ 
pointed to succeed him. Robert Lamont resigned on August 3 as 
Secretary of Commerce and was succeeded by Roy D. Chapin of 
Detroit, chairman of the board of the Hudson Motor Car Co. 
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V 

BONUS AGITATION 

Several Congressmen urged the World War veteran organiza¬ 
tions to send groups to \\''ashington to press their demands for 
passage of the Patman Bill, which called for the issuance of $2,400 - 
000,000 additional currency to pay the last half of the soldiers’ 
bonus certificates. By the latter part of May, 1932 approximately 
20,000 veterans, called the Bonus Expeditionary Force, had 
marched on Washington. The Patman Bill was passed by the 
House on June 15 but was defeated by the Senate two days later. 
The veterans, however, remained in Washington, and though there 
had been few disturbances before the defeat of the bill, elements 
in the groups then became unruly. On July 25 a group of 200 which 
marched to the White House clashed with the police. One veteran 
was killed, and the crowd got out of control of the police. The Dis¬ 
trict of Columbia authorities asked President Hoover for the aid of 
the Federal troops to restore law and order. Tear gas was used to 
clear the streets of the fighting veterans, and their main camp was 
burned. At the national convention of the American Legion held at 
Portland, Ore., in September it was voted to demand immediate 
payment of the bonus certificates. 

The National Economy Committee, an organization of former 
service men, formed to carry on a movement to reduce the appro¬ 
priations for veterans who had no war-connected disabilities, ap¬ 
pealed to President Hoover on May 5, 1932 to cut $450,000,000 
from the veterans’ relief appropriation. The Committee stated that 
the 1932-33 appropriation for the war veterans as passed by Con¬ 
gress showed that payments for war-connected disabilities totaled 
$376,000,000, while the balance of $452,000,000 was appropriated 
for deaths and injuries not incurred in line of duty in the Spanish- 
American or World Wars. 

VI 

FOREIGN RELATIONS 

The Sino-Japanese outbreak in Shanghai on January 2, 193 ^ 
led Secretary Stimson to send identic notes to Japan and China, 
stating that the United States could not admit the legality of 
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anv situation de facto nor recognize any treaty or agreement 
entered into between Governments which might impair the treaty 
i hts of the United States or its citizens in China, or any situation 
nr as-reement brought about by means contrary to the covenants 
and obligations of the Pact of Paris of 1928, to which the United 
States Japan and China were parties. The United States sent four 
destroyers to Shanghai on January 28 to defend the American 
settlement if it became necessary. Together with Great Britain, 
France and Italy, the United States appealed to Japan and China 
to withdraw their forces from the fighting area and to make a 
peaceful settlement of their differences. On February 24 Secretary 
Stimson in an open letter to Sen. William Borah, chairman of the 
Senate Foreign Relations Committee, reviewed the Nine Power 
Treaty, the Washington Conference, the Pact of Paris, the invasion 
of Manchuria by Japan and his own letter to Japan and China. The 
letter was in effect an invitation to the other countries to join the 
United States in her attitude toward the Sino-Japanese conflict. 
Maj. Gen. Frank Ross McCoy, of the United States, was one of the 
five members of the Commission of Inquiry into the conflict in Man¬ 
churia, generally known as the Lytton Commission because it was 
headed by the Earl of Lytton, of Great Britain. The Commission 
was appointed by the League of Nations in January and made its 
report to the League on October 2. The Lytton Report is discussed 

in Chapter i. 

The United States and Canada signed a treaty on July 18, 1932 
providing for a deep waterway from the Great Lakes to the 
Atlantic Ocean by way of the St. Lawrence River. The waterway 
and new docks would make it possible for about 90% of the sea¬ 
going vessels to enter the Great Lakes and dock at Duluth, Chicago 
and Port Arthur to unload their cargoes. The cost of the project 
was estimated at approximately $543,000,000, of which the United 
States would pay $273,453,000. The treaty will not go into eff^t 
until ratified by the United States Congress and Canadian Parlia¬ 
ment. 

The invitation to attend the World Monetary and Economic 
Conference called for by the League of Nations was accepted on 
August 2, 1932 on condition that tariff rates and international debts 
were not included in the discussions. The Conference was sched¬ 
uled to be held in London in October but was postponed until some 
time in 1933. 
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Chapter III 

LATIN AMERICAN COUNTRIES 

I 

POLITICAL AND ECONOMIC CONDITIONS 

T he ever-recurrent political revolts broke out in most of the 

Latin American countries during 1932. In addition there 
was an undeclared war of considerable proportions between 
Bolivia and Paraguay over the Gran-Chaco region, and as the year 
drew to a close a conflict between Peru and Colombia over Leticia 
was expected to develop into war. 

Economic distress became increasingly severe, and four of the 
countries, Chile, Ecuador, Peru and Salvador, were forced off the 
gold standard during the first five months of the year. 

II 

MEXICO AND THE CHURCH 

The anti-clerical situation in Mexico continued tense during 
1932, more drastic laws against the Catholic Church being passed 
by the Federal Government and individual states. The laws enacted 
in December, 1931, which limited the number of priests in the 
Federal district to one for each 50,000 were condemned by Arch¬ 
bishop Pascual Diaz in a pastoral letter on January 2, 1932. He 
also urged the clergy and laity to petition the Government to 
nullify the new anti-clerical measures. The petitions were refused 
by six district courts of Mexico City on January 23, with the state¬ 
ment that the laws did not affect the liberty of the Catholics in their 
faith. In July the Mexican Supreme Court handed down a decision 
that the new laws were constitutional. Pope Pius XI announced 
in a papal encyclical on September 30 that he did not accept the 
new laws and urged the Catholics to continue their protests against 
them. A few days later the Chamber of Deputies passed a resolu¬ 
tion deporting Mgr. Leopoldo Ruiz y Flores, Apostolic Delegate and 
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Archbishop of the State of Morelia, because he declared his alle¬ 
giance to the Pope rather than to the country. The Legislature of 
ygra Cruz decreed on October 6 that all priests had forfeited 
their rights to citizenship and authorized the Governor to confiscate 
all Catholic property. The State of Jalisco passed a law about three 
weeks later limiting the number of priests to one for each 25,000 
people. Tabasco, Chiapas and Yucatan also restricted the number 

of priests. ^ , r n 

President Ortiz Rubio resigned on September 3, 1932, follow¬ 
ing a dispute with Estrada Cajigal, a Cabinet member, who was 
upheld by former President Calles. The following day Congress 
elected Abelardo L. Rodriguez, Minister of War, as Provisional 

President to serve until December i, 1934 - 

President Ortiz Rubio decreed in February, 1932 that no 

further grants were to be given for exploitation of petroleum in 
Mexico, and in November President Rodriguez asked Congress to 
enact legislation to put the electric power industry under Govern¬ 
ment control. 

Mexico notified the League of Nations on December 3, 1932 
that she would withdraw from the League at the end of two years, 
the time required for notice of such withdrawal, because of financial 
stress which made it impossible to pay the annual dues to the League. 

Ill 

THE CENTRAL AMERICAN REPUBLICS 

Gen. Augustino Sandino kept Nicaragua in a turmoil with 
repeated uprisings for the greater part of 193^- April, after one 
of his skirmishes of three-weeks duration, martial law was declared 
in all the Atlantic Coast departments of Nicaragua, in the depart¬ 
ment of Esteli and in 10 districts of the departments of Leon and 
Chinandega. 

Dr. Juan B. Sacasa, the Liberal candidate, was elected Presi¬ 
dent on November 6, 1932, to take office on January i, 1933. Rear 
Admiral Clark H. Woodward supervised the elections at the request 
of President Jose Moncada, and the United States marines assisted 
the Guardia Nacionale in keeping order. As there was very little 
disturbance at the elections, it was expected that the United States 
would withdraw the 1,400 marines early in January, 1933. 
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Nicaragua, unlike most of the Latin American countries, has 
been able to meet her obligations ahead of schedule. In February 
1932 she was five years ahead in her payments on British loans and 
17 ahead on her internal loans. 

At the Presidential elections in Costa Rica on February 14 
1932 Dr. Ricardo Jimenez Oreamuno, who had been President 
twice before, received the largest number of votes, but not enough 
to elect him. A revolt started by Manuel Castro Quesada, who ran 
second in the elections, was quickly suppressed. On May i the 
Costa Rican Congress elected Ricardo Jimenez President to succeed 
Cleto Gonzalez at the expiration of his term on May 7. 

The Government on December 27, 1932 renounced the Central 
American peace treaty of 1923 which prohibited recognition by 
the signers of any country whose government had been attained by 
revolution. 

Harmodio Arias, who had overthrown President Arosemena 
in Panama in January, 1931, was elected President in the regular 
elections on June 5, 1932. The elections were held under the super¬ 
vision of the United States Minister, Roy T. Davis, and the United 
States Army and Navy. 

An attempt was made in El Salvador by a group of Com¬ 
munists in the latter part of January, 1932 to overthrow the 
Government of Provisional President Martinez, who had taken 
over the office when the Government of President Arturo Araujo 
was overthrown on December 3, 1931. Several hundred were 
killed before the revolt was crushed, and martial law was declared 
throughout El Salvador. On February 5 the Government declared 
that the taking over of the Government by Vice-President Martinez 
was legal. The United States and Central American states, how¬ 
ever, continued to refuse to recognize the Government. On Decem- 
Ijer 27 the Government signed a decree denouncing the Central 
.American Treaty which prohibits recognition of a revolutionary 
Government. 

In the Presidential and Congressional elections held in 
Honcluras on October 30, 1932 the Nationalist Party, headed by 
Gen. Tihurcio Carias Andino, overwhelmingly defeated the Liberal 
Party candidates. Gen. Carias was to take office on February i, 1933 
for a four-year term. Shortly after the election insurgent leaders of 
the defeated party started a revolution near San Pedro and took 
several cities in the north, west and south. By the end of 193^ niost 
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of these had been recaptured by contingents of Loyalists and 
Nationalists sent by the Government. 

IV 

4 

SOUTH AMERICAN CONFLICTS 

The five neutral countries, the United States, Colombia, Cuba, 
Mexico and Uruguay, represented on the Commission of Concilia¬ 
tion of 1929, continued their efforts to persuade Bolivia and Para¬ 
guay to sign a non-aggression pact in the Gran-Chaco, a territory 
lying southeast of Bolivia. The two countries, however, were not 
able to make a settlement of the disputed region and resumed their 
fighting in the latter part of July, 1932. The undeclared war con¬ 
tinued through the year except for brief intervals and there were 
many thousand soldiers killed. In the early part of the fighting 
Bolivia captured several Paraguayan forts, but these were recap¬ 
tured by the Paraguayans in September and October and many 
Bolivian forts taken. In December Paraguay received her first 
serious set-back when the Bolivian troops captured Fort Saavedra 

after five-weeks battle. 

In October both countries accepted the proposal of the Com¬ 
mission of Conciliation to separate the troops in the Chaco region, 
demobilize and reduce the regular armies in both countries and 
permit a neutral military commission to report on how the com¬ 
batants complied with these measures. Though negotiations were 
immediately started for carrying out this agreement, the fighting 
contim^ed and both countries reinforced their troops in the fighting 
area. The Commission was still attempting at the end of 1932 to 
bring about a peaceful settlement of the dispute. 

President Jose P. Guggiari of Paraguay, who had been forced 
to surrender his office in October, I 93 ^> following an outbreak 
against the Government, resumed it on January 28, 1932. At the 
elections on May 8 Eusebio Ayala, Provisional President in 1921- 
22, was elected for a four-year term. He took office on August 15. 

A conflict broke out between Peru and Colombia in September, 
1932, when 300 Peruvian citizens seized the town of Leticia, the cap¬ 
ital of the Colombian department of Loreto, which had been ceded 
to Colombia to give her an outlet to the sea in 1922, under the Lo- 
zano-Salomon Treaty. The Peruvian Government upheld the seizure 
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of the town but offered to place the dispute befoie an international 
commission for arbitration. Colombia, however, rejected this pro¬ 
posal on the ground that the seizure of Leticia was a domestic 
problem. Both countries mobilized troops near Leticia in the latter 
part of October and sent larger forces during December. It was 
expected that war, though still undeclared, would break out at any 
moment. 

On February 4, 1932 President Herrera of Colombia decreed 
a suspension of amortization payments on the foreign debts of the 
nation, states and cities until the condition of Colombia’s metallic 
reserves was improved. 

Peru was involved in several revolts in addition to the conflict 
with Colombia, which were alleged to be of Communistic origin 
The leaders of the first revolt, in February, 1932, were deported and 
those of the revolt in May either shot or imprisoned for long terms. 
An attempt was made on March 6 to assassinate President Luis M. 
Sanchez Cerro by a member of the Opposition Party, and martial 
law for 30 days was declared. 

Service on foreign debts was suspended early in May, and 
on IMay 14 Peru was forced to give up the gold standard. Congress 
approved on September 21 an internal 6% loan for national defense 
of 20,000,000 sols ($5,000,000). 

Several political revolts broke out in Ecuador during 1932, the 
most serious being one in Quito in August. This was caused by 
the strife between the parties for the Presidency when Congress 
declared Neptali Bonifaz, the Conservative candidate who had won 
the election for President against two Liberal candidates in October, 
1931, and who was to take office on Sept, i, 1932, ineligible because 
he was the son of a Peruvian and had registered his children as 
Peruvians. Only a native-born Ecuadorian is eligible to the 
Presidential office. Congress also voted that Provisional President 
Alfredo Bacjuerizo Moreno should remain in office until new 
elections were held. Those of the garrison at Quito who supported 
Bonifaz and a group of civilians rose against Moreno on August 
27, and he fled to the Argentine legation. Other troops and civilians 
who were loyal to Moreno broke the revolt on September 2, after 
approximately 800 had been killed. Alberto Guerrero Martinez, 
President of the Senate, assumed the office of Provisional President 
and announced elections for October 30 and 31. Juan Martinez Mera 
was elected President and was inaugurated on December 5, 1932 - 
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Chile had five separate Governments during 1932. President 
Esteban Montero, who had been elected in October, 1931, was 
overthrown by a Military-Socialist revolution on June 4, 1932, and 
Carlos G. Davila, former Chilean Ambassador to the United States, 
became Provisional President. He was overthrown for a week in 
June by Col. Marmaduke Grove, but regained the Government and 
held it until September 13, when he was overthrown by a military 
group in spite of the fact that he had agreed to hold elections on 
October 30. Gen. Bartoleme Blanche, commander in chief of the 
army and leader of the group which overthrew Davila, became 
Provisional President. The State of Antofagasta on October i 
threatened to set up a separate Government unless the military 
Government were replaced by a civilian Government. Provisional 
President Blanche resigned in favor of Chief Justice Abraham 
Oyanedel of the Chilean Supreme Court. Arturo Alexandri Palma, 
Liberal candidate, who had been President from 1920 to 1924, was 
elected President on October 30 and was inaugurated on December 
24, 1932. 

Both the United States and Great Britain recognized the 
Government of Provisional President Oyanedel on October 21, 
1932, when he stated that the elections would be held on October 
30 as previously arranged. 

Chile went off the gold standard on April 18, 1932. By the 
end of the year economic conditions had reached the worst state in 
the country’s history. 

A revolution against the Brazilian Government was carried on 
from July 9 to October 3, 1932 by the State of Sao Paulo, which 
had been reduced by Provisional President Vargas in 1930 to a 
negligible position from its previous political supremacy among 
the states of Brazil. Several thousand soldiers were killed in the 
revolution, which was estimated to have cost about $10,000,000. 
Gen. Waldomiro de Castilho Lima was made military governor and 
commander of the military district of Sao Paulo until it was con¬ 
sidered safe to restore a civilian Government. Though the 78 
Brazilians who were held to have been the leaders of the revolt were 
exiled, the Paulistas who had engaged in the revolution were 
treated most leniently. 

Finance Minister Oswaldo Aranha and his colleagues from Rio 
Grande Do Sul resigned from the Cabinet on March 5 because of 
the delay by President Vargas in calling for general elections and 
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thus restoring the country to Constitutional Government. Though 
supported by most of his Cabinet members in his plan to redraft 
and submit the Brazilian Constitution to the people for study before 
elections were held, President Vargas submitted to the demands of 
the Rio Grande Do Sul ministers and on May 14 called for elections 
of a Constitutional Assembly on May 3, 1933. At the same time he 
granted the secret ballot and extended suffrage to women. Late in 
October, 1932 President Vargas appointed a commission to draft a 

new Constitution. 

President Jose Francisco Uriburu, who had headed the Gov¬ 
ernment of Argentina since the 1930 revolution and refused to 
surrender his office to Augustin P. Justo, who was elected President 
in November, 1931, was finally overthrown, and Justo was in¬ 
augurated on Feb. 20, 1932. A revolutionary plot against President 
Justo was discovered on December 16 and a state of siege for 30 
days was declared by Congress the following day. The plot had 
been led by former Presidents Marcelo T. de Alvear and Hipolito 
Irigoyen and other former public officials. The leaders were exiled. 

On September 28, 1932, the Argentine Chamber of Deputies 
voted to rejoin the League of Nations, from which she had with¬ 
drawn in 1920 when she was unable to persuade the League members 
to adopt certain proposed measures. Primary among these was 
the admittance of Germany to the League. The Chamber of 
Deputies voted, however, to withhold recognition of the Monroe 
Doctrine, which is protected by the Covenant of the League. 

A South American Anti-War Pact was proposed to the other 
South American countries in November, 1932, which would require 
the signatory nations to condemn wars of aggression, to agree to 
settle disputes in accordance with the methods approved by inter¬ 
national law and not by war, and to refuse to recognize territory 
taken in war. The proposed pact would not take the place of the 

present peace pacts but would strengthen them. 

Uruguay and Venezuela were free from revolution through¬ 
out 1932. Uruguay was forced in February to discontinue her 
payments on the reduction of the principal of her external debts. 
She severed diplomatic relations with Argentina in July when one ot 
her warships was charged with harboring an Argentine exile 
the celebration of Argentina’s Independence Day. Venezuela haa 
no foreign debt and had a large treasury surplus, though she ha 

not resorted to income taxes. 
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V 

UPRISINGS IN CUBA 

A series of bombings occurred in Cuba in tbe first half of 
to'^ 2 Following a bomb explosion in Havana, allegedly instigated 
bv students, President Gerardo Machado y Morales signed a decree 
for the organization of a national militia to be recruited from the 
six provinces and to be under his control. Other bombings occurred 
in May and Tune, and the latter part of June the House of Repre¬ 
sentatives voted that martial law should be extended for three years. 
On September 27, following the killing of Dr. Clemente Vasquez 
Bello, President of the Senate and a friend of President Machado, 
and three Opposition leaders, the Freyre de Andrade brothers, a 
plot to kill other leaders was uncovered. Havana was put under 
army rule immediately. Though President Machado appointed 39 
provincial and municipal military superHsors in November, he later 
withdrew the appointments. And martial law was withdrawn from 
most of the provinces except Havana on Decernber i, 1932. Never¬ 
theless an undercurrent of unrest and antagonism toward the Piesi- 
dent threatened to overthrow the Government at any moment. 

Cuba paid full interest and amortization payments, totaling 
about $9,500,000, on all external loans on June 30, the end of the 
fiscal year, by borrowing $2,278,215 from American banks. Prof. 
E. R. A. Seligman, who had been engaged by the Cuban Govern¬ 
ment to advise on changes in the country’s taxation policy, pre¬ 
sented his report to the Department of Treasury on February 9, 
1932. He advised the Government to substitute for its present in¬ 
direct taxation policy a direct taxation on real estate, incomes, cor¬ 
poration profits and inheritances with a continuation of the taxes on 
gasoline and vehicles and import duties already imposed. This tax¬ 
ation policy. Prof. Seligman maintained, would make it possible to 
repeal the emergency tax which had been imposed as well as to 

abolish the lottery. 

Two heavy earth shocks in the first week of February, 1932 
destroyed about one-third of Santiago and killed 100 people. The 
property damage was estimated to be approximately $3,000,000. 
On November 9 a tropical storm hit central Cuba, killing 1,800 
people, injuring over 2,000 and completely devastating wide areas. 
The property damage was estimated at over $4,000,000. 
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THE BRITISH COMMONWEALTH OF NATIONS 

I 

GREAT BRITAIN AND THE OTTAWA CONFERENCE 

G reat Britain made a remarkable recovery during 1932 

• from the effects of going off the gold standard in Sep¬ 
tember of the previous year. By March she paid to the 
United States $150,000,000 of the $200,000,000 credit due in 
August and $65,000,000 of the $100,000,000 due France. And 
on March 29 she paid $30,000,000 more of the $50,000,000 due the 
United States. By making drastic reductions in governmental ex¬ 
penses, reducing unemployment payments and levying new taxes, 
the government had a small surplus of £364,400 ($1,383,200) in¬ 
stead of the anticipated deficit of £70,000,000. The budget for 
1932-33 omitted both reparation and war debt payments. The 5% 
war loan of 1929-47, of which £2,086,405,839 (approximately $7,- 
500,000,000) was outstanding, was converted into a 3 > 4 % loan in 
the summer, thus saving £23,000,000 annually. Two 4 ) 4 % loans 
totaling £153,222,329 were repaid at par in December, thus saving 

£2,000,000 in the next budget. 

A tariff bill was passed on February 25, 1932 which imposed 
a minimum 10% duty on practically all imports, the Empire prod¬ 
ucts being exempted until November 15. Duty up to 100% was to 
be imposed against any country which had tariffs discriminatory to 
British goods. In April tariffs on manufactured goMs were in¬ 
creased in rates varying from 15% to 33 / 4 %- This new tariff 
policy was a complete reversal of Great Britain’s hundred year 

policy of free trade. 

The unemployment situation continued serious during 193 ^’ 
showing a total of 2.800,000 at the end of the year as against 
2,627,000 at the end of 1931- In addition to a strike of the 200, 
000 cotton workers of the Lancashire mills during the latter part 
of the summer the country was faced by continued riots by the un¬ 
employed from the end of September into the beginning of Noveni 
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ber. The most serious of these was staged in London in the last 
week of October by hundreds of men and women from Scotland, 
Wales and other parts of the country who marched upon the city to 
petition the Government against the means test which was put into 
operation November 12, 1931- This test barred those who had 
private means from receiving unemployment insurance. 

The most important event in 1932 fo^ British Common¬ 
wealth of Nations was perhaps the Imperial Economic Conference 
held at Ottawa, Canada, from July 21 to August 21. Bilateral 
treaties were made by Great Britain with Canada, Australia, India, 
South Africa, New Zealand, Newfoundland and Southern Rhodesia 
which exempted their natural products on which there was a 10% 
duty from other countries and, by imposing a duty on some previ¬ 
ously exempt products from these countries, gave further prefer¬ 
ences to the British Dominions. Great Britain’s manufactures in 
turn were given preferences by her Dominions. Canada signed 
trade treaties with South Africa, the Irish Free State and Southern 
Rhodesia, and South Africa signed agreements with the Irish Free 
State and Southern Rhodesia. These trade agreements were to run 
for five years unless a six-months notice to the contrary were given. 
Certain modifications in the agreements were provided for in case 
they were found necessary. The trade agreements made by Great 
Britain were condemned by Sir Herbert Samuel, leader of the 
free-trade Liberals, and Viscount Snowden and Sir Archibald Sin¬ 
clair, also advocates of free trade, and they resigned frorn the 
Cabinet on September 28. Great Britain notified Soviet Russia on 
October 18 that the trade agreement between the two countries 
would be terminated at the end of six months, the required length of 
notice, on the ground that the preferential arrangements made with 

the Dominions demanded it. 

II 


THE IRISH FREE STATE 

New elections to be held on February 16, 1932, were called by 
the Governor General late in January. Eamon de Valera promised 
in his campaigning that if elected he would abolish the oath of 
allegiance to King George called for in the Irish Free State Con¬ 
stitution and discontinue the £3,000,000 annual payments to 
Great Britain agreed to in the Treaty of December 6, 1921, to re- 
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nrse Great Britain for her loans for land purchases. In the elec- 

_s the Fianna Fail Party won 8i seats in the Bail, a majority of 

13, and De Valera was elected President of the Executive Council 
by the Bail on March 9. He notified the British Government that 
the oath of allegiance to the King would be removed from the Con¬ 
stitution and informed the Senate that the land annuity payments 
to Great Britain would be discontinued. The bill to abolish the oath 
of allegiance was passed by the Bail on May 19 by 77 to 69; but 
the Senate on June 8 adopted an amendment to the bill providing 
that the question of abolishing the oath must be decided by Great 
Britain and the Free State, and not by one-sided legislation. The 
Bail voted against the amendment on July 20. 

J. ]\I. Thomas, Secretary for the Bominions, warned the Irish 
Free State on May ii, 1932 that if the oath of allegiance were 
broken Great Britain would cancel her tariff preferences when they 
expired on November 15. The British Government agreed to 
President Be Valera’s proposal that the differences which had arisen 
be arbitrated but insisted that the arbitrators must be selected from 
the British Empire. Be Valera demanded that some of the arbi¬ 
trators be chosen from outside the Empire. 

The land annuities due Great Britain on June 30, 1932 were 
collected but were held by the Irish Treasury. The British Parlia¬ 
ment thereupon authorized duties up to 100% on imports from the 
Irish Free State, the tariff to be used to pay in part the annuities 
due. Buties of 20% were imposed on July I2 on Irish food prod¬ 
ucts and during the next three months very nearly equaled the land 
annuities due in that period. On November 7 Great Britain in¬ 
creased duties on imports from the Free State on cattle 100% and 
on dairy products 50%. 

The Labor members of the Bail supported President Be Valera 
on November 15, 1932, when former President William T. Cos- 
grave moved a vote of censure against him because of the strained 
relations with Great Britain, but broke with the President on De- 
cemljer 30 when he insisted on cutting the bonuses of civil service 
employees. This withdrawal of the Labor support was expected to 
result in new elections being called by the President within a few 

weeks. 

A new national party, with Cosgrave as its leader, was being 
organized the latter jiart of December with the hope of ending the 
conilict between the Irish Free State and Great Britain. 
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III 

INDIA AND THE PACT OF POONA 

The dissension between Great Britain and India continued 
throuehout 1932. In January Mahatma Gandhi, who, had called 
uoon the Nationalists to renew their disobedience campaign, was 
imprisoned in the Yerovda jail near Poona. New and more drastic 
ordinances were passed against disobedience acts and many Nation¬ 
alists were also imprisoned when they continued them. In August 
Prime Minister MacDonald, not having been able to get the Indian 
groups to work out a communal settlement acceptable to all the 
different factions, allotted to each group its representation in the 
Indian Provincial Legislatures. There were to be separate elec¬ 
torates, and each group was to select its own representatives. Ma¬ 
hatma Gandhi was opposed to the separate electorates because they 
continued the distinction between the Untouchables, or oppressed 
classes, and other groups which the Hindu leaders had pledged 
themselves to erase. He threatened to go on a hunger strike, and a 
few days after he started it the Caste Hindus and Untouchables 
signed the Pact of Poona, which conciliated their differences. 
When the British Government accepted the proposed plan, Gandhi 
gave up his fast, which had lasted slightly over six days. The Pact 
of Poona removed the suggested separate electorates, more than 
doubled the number of Untouchables in the Provincial Legislatures, 
guaranteed them a definite proportion of the seats in the Central 
Legislature and made provisions for removing the political and 
social distinctions between the Hindus and Untouchables. 

The Third Round Table Conference, to complete a Constitution 
for India, was held in London from November 17 to December 24- 
While the Conference was not able to work out an acceptable plan 
for equitable franchise for the Hindus, Untouchables, Moslems and 
Sikhs and the extent of temporary control by the British Govern¬ 
ment of the finances, national defense and trade relations of India, 
provisions were made for the appointment of a committee to draft 
a petition to the British Parliament for a new governmental sys¬ 
tem for India. Gandhi was still in prison during the Conference, 
and his Nationalist Congress Party was not represented. Dr. B. R. 
Ambedkar, who assisted in bringing about the compromise with 
Gandhi at Poona, represented the Untouchables. 
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IV 

CANADA AND NEWFOUNDLAND 

The markets for Canada’s natural and manufactured products 
were increased markedly by the trade agreements made at the Im¬ 
perial Economic Conference with Great Britain, South Africa, the 
Irish Free State and Southern Rhodesia, and a trade pact made 
with New Zealand in April. It was expected that these trade 
treaties would cut off considerable of the export trade of the United 

States. 

Canada and the United States signed an agreement on July i8 
for a common waterway from the Great Lakes to the Atlantic by 
way of the St. Lawrence River which would enable ocean-going 
liners to dock at the Canadian and United States ports of the Great 
Lakes. The new Welland Canal, which opened up passage in 1930 
to the largest Great Lakes vessels to Lake Ontario, was dedicated 
on August 6, 1932. The canal, which it had taken nearly 20 years 

to complete, cost $130,000,000. 

The reduction by the Newfoundland Government of food 

rations to the unemployed was followed by two mob attacks on 
Prime Minister Richard Squires, who had been in office since Octo¬ 
ber, 1928. In the second attack, on April 5, 1932, over 10,000 men 
and women rushed on the Parliament building, smashing doors 
and windows and destroying files of letters. Due to the tense sit¬ 
uation created, elections were called for June ii. The Liberal Gov¬ 
ernment of Prime Minister Squires was swept out of office, the 
United Newfoundland Party, led by F. C. Alderdice, winning 21 
out of the 27 seats. Alderdice became Prime Minister and Minister 

of Finance on June 28. 

V 

AUSTRALIA AND NEW ZEALAND 

Australia made a remarkable recovery during 1932 from the 
financial and economic crisis into which she had been thrown by the 
world-wide depression and the extravagance of the Scullin Minis¬ 
try. which was defeated at the elections of December 19, 1931. The 
Federal Government, headed by Joseph A. Lyons, cut the Federa 
expenses to less than the revenues, and paid the interest on all ex- 
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tprnal debts Unemployment decreased and export trade mcreaseu. 

Following the default by New South Wales on February i, 
to^ 2 of interest on her $25,000,000 gold bonds, the Australian 
Government arranged to pay the interest to the bondholders. A 
bill was passed later making the Federal Government responsible 
for the bonded indebtedness of the individual states which had been 
defaulted and authorizing it under such conditions to take over the 
state revenues and pay the state taxes to the Federal Treasury. 
Premier T. T. Lang of New South Wales ordered his Government 
heads on May 18 to withhold these payments. On the ground that 
this act was unconstitutional he was dismissed from office by the 
Governor General of the State, Sir Philip Game. B. S. B. Stevens, 
leader of the Opposition and a member of the United Australia 
Party, was appointed to succeed Lang. At the elections held three 
weeks later the Labor Party supporting Lang was overwhelmingly 
defeated. Following the elections in Victoria, in which the Labor 
Party lost many seats in the Assembly, Premier E. J. Hughes, who 
had been Premier for three years, resigned. Sir Stanley Argyle, 
leader of the United Australia Party, was appointed to succeed him. 

New Zealand had a steadily increasing number of unemployed 
during 1932, and in May 4,000 men in Wellington went on strike in 
protest against the reduction of wages on a city relief project. The 
Government floated a £5,000,000 loan at 5% in London in April to 
relieve the needs of the unemployed. Though the national expenses 
had been reduced £4,390,000, in the three years ending March 31, 
the country still had a deficit at that time of £2,100,000. 


VI 

THE UNION OF SOUTH AFRICA 

The Union of South Africa made several important conces¬ 
sions to the protectorate of Southwest Africa in April. According 
to the terms of the agreement those living in Southwest Africa on 
December 31, 1931 automatically became citizens, all whites in the 
protectorate were given equal rights with the whites in the Union, 
and the German language was given equal official rank with Eng¬ 
lish and Afrikaans. The Union made a desperate struggle against 
going off the gold standard after Great Britain adopted that 
measure, but was finally forced on December 27 to take this action. 
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GOVERNMENT CHANGES IN FRANCE 

P REMIER PIERRE LAVAL and his Cabinet resigned on 
January 12, 1932, following the death of the War Minister, 
Andre Maginot; but Laval formed a new Cabinet and took 
over the Ministry of Eoreign Affairs which Aristide Briand had 
held for nearly seven years. Andre Tardieu became the Minister 
of War. Premier Laval’s plea for postponing the discussion of the 
armament question was rejected by the Senate and he resigned on 
Eebruary 16. Andre Tardieu formed a new Cabinet with Laval 
as the Minister of Labor. The victory of the Radical Socialists at 
the elections on May i and 8 was so overwhelming that Tardieu 
resigned, and Edouard Herriot, Radical Socialist, became Premier 

on June 4. 

In the midst of the excitement of elections, President Paul 
Doumer was shot by Paul Gorguloff, a Russian exile, on May 6 and 
died the next day. Gorguloff was declared sane, though a border¬ 
line case, and was executed. Albert Lebrun, president of the Senate, 
was elected President by the National Assembly for a seven-year 
term. Erance lost two other outstanding statesmen during the year. 
Briand had died on March 7 after a long illness, and Jules Jusse- 

rand died on July 18. 1 -n, u.. 

The dissension in France over the payment of the December 

15, 1932 installment of the war debt due the United States led to 
the overthrow of the Government of Herriot on December 13. He 
had urged the payment of the installment so as to uphold the honor 
of France but was defeated in the Chamber of Deputies by 4^2 to 
187. Though urged to form a new Cabinet, he refused to do so un¬ 
less the installment were paid, and Joseph Paul-Boncour, Mmijer 
of War, succeeded him as Premier. The war debts situation is dis¬ 
cussed under Chapter 1 . ., , 

Changes in the electoral system of the country were considerea 
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bv the Chamber of Deputies in the early part of 1932, and on Feb- 
niarv 12 it adopted a bill which would give elections to the Cham¬ 
ber to a candidate obtaining a plurality on the first ballot and abohsh 
the second ballot used when no candidate obtained a majority, ihe 
bill however, was rejected by the Senate two weeks later. 

Of particular interest to the United States was the treaty 
signed on April 27, 1932 by Ambassador Edge and Premier Tar- 
dieu abolishing the French double taxation system which had forced 
subsidiaries of American companies in France to pay from 16% to 
18% tax on their annual profits. The United States Government in 
turn extended certain privileges to subsidiaries of French houses 
in America. The quota system for imports which France started in 
the early part of 1932 and extended later had an adverse effect on 
American exports, and led to negotiations for trade agreements be¬ 
tween the two countries. Just as these seemed about to be completed 

the war debts issue broke down the negotiations. 

The long-drawn-out dispute between France and Switzerland 

over the free zone of Upper Savoy and the District of Gex, in the 
region where the Canton of Geneva extends into French territory, 
which France had abolished in 1923, was settled in favor of Switz¬ 
erland by the Permanent Court of International Justice on June 7. 

France must withdraw her customs lines by Jan. i, 1934. 

In September the Government converted its 5%, 6% and 
7% loans and bonds, totaling about $3,400,000,000, into 4 j 4 % 
bonds to mature in 75 years, thus saving approximately $40,000,000 
interest annually. The Government was called upon to redeem only 
234% of the entire amount of indebtedness. 


II 


THE HITLER STRUGGLE 

As the Presidential election held on March 13, 1932 failed to 
give either President Paul von Hindenburg or Adolf Hitler, the 
National Socialist leader, a majority, another election was held on 
April 10. President Von Hindenburg, who was backed by the 
Social Democrats and Roman Catholic Centre, was rejected by a 
majority of 6,000,000 votes; but Hitler polled over 13,000,000 votes. 

When President Von Hindenburg refused to sanction Chancel¬ 
lor Bruening’s plan to divide the large estates of East Prussia into 
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small farms for the unemployed, Bruening resigned. Col. Franz von 
Papen, member of the Centrist Party, was appointed to succeed 
him. He attempted many conciliatory measures to get the support 
of Hitler’s followers, such as lifting the ban on the Nazis wearing 
their brown shirts and parading, but this led to rebellion on the part 
of the Communists, who were not permitted similar privileges. The 
resulting clashes between the Nazis and the Communists, particu¬ 
larly in the southern states of Germany, forced Von Papen to renew 
the ban. Outbreaks between the two groups in Prussia in June and 
July resulted in many deaths, and'President Von Hindenburg ap¬ 
pointed Von Papen Federal Commissioner for Prussia on July 20, 
with practically dictatorial powers. Berlin and the province of 
Brandenburg were put under martial law, and an emergency meas¬ 
ure was passed imposing the death penalty on anyone who killed 
another in one of these outbreaks or who destroyed property. 

Though Hitler was defeated in the Presidential elections, his 
party in the Reichstag elections of July 31 gained 230, or 37%, 
of the seats. As this gain made it impossible for Von Papen to 
carry through his policies. President Von Hindenburg offered 
Hitler the Vice-Chancellorship and also some of the Cabinet posi¬ 
tions for his party. Hitler, however, refused to accept anything 
but entire control. The Reichstag was dissolved and new elections 
held on November 6. As the National Socialists obtained only 195 
seats as against their 230 in the earlier elections, it was thought that 
Hitler’s power was on the wane. When Von Papen, however, was 
unable to get the support of the Reichstag or to form a new coali¬ 
tion Cabinet, he resigned on November 17. President Von Hinden¬ 
burg offered the Chancellorship to Hitler, providing that he could 
form a coalition government and thus procure a parliamentary 
majority. Hitler made several attempts to form a government on 
these conditions, but finally had to admit his inability to do so. Presi¬ 
dent Von Hindenburg finally on December 2 appointed Lieut. Gen. 
Kurt von Schleicher Chancellor. Von Schleicher retained his posi¬ 
tion as Minister of Defense and automatically became Federal Com¬ 
missioner for Prussia. He retained most of the members of Von 

Papen’s cabinet. 

The Hohenzollerns were definitely blocked from returning o 
the German throne by an amendment to the Constitution which was 
passed on December 9, 1932 by the Reichstag. The amendment 
provided that in case a President is unable to fulfill the duties o is 
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office he is to be succeeded by the Chief Justice of the Supreme Court. 

Germany made two very important advances during 1932 from 
the penalties imposed on her after the World War. At the Lau¬ 
sanne Conference her reparations payments were cut to a negligible 
sum, and at the Disarmament Conference held in Geneva her de¬ 
mand for arms equality with the victorious countries was finally 

granted. 

Ill 


THE TENTH YEAR OF FASCIST RULE 


Premier Mussolini took over on July 20, 1932 two of the port¬ 
folios, Foreign Affairs and Corporations, which he had relinquished 
to leading Fascists about three years before. At the same time he 
dismissed three other ministers and 11 under-secretaries, thus carry¬ 
ing out, it was stated, his policy of rotation in office. In August 
changes affecting about 30 Italian diplomats were made in the dip¬ 


lomatic services. 

The 20-year warfare with tribesmen in Tripoli and Cirenaica, 
who had refused to lay down their arms when Italy won the prov¬ 
inces from Turkey in 1912, was brought to an end in the latter part 
of January, 1932, when the Italian troops were successful in crush¬ 
ing the 2,000 rebels who still remained. 

Foreign Minister Dino Grandi announced in an address to the 
Chamber of Deputies in May that Italy claimed a right to terri¬ 
torial redistribution in Africa and that she intended to use the land 
for her surplus population and so “fulfill her destiny as a civilizing 


power.” 

Approximately 500 square miles of the Pontine marshes, which 
lie about 40 miles south of Rome, had been drained by the end of 
1932. A new province, Littoria, was built up on the reclaimed land 
and homes completed for approximately 10,000 people. The prov¬ 
ince has its own schools and railway station. 

Premier Mussolini observed the third anniversary of the accord 
between the Vatican and Italy, effected by the signing of the Lat- 
eran Treaty, by visiting Pope Pius XI on February 11 and pro¬ 
claiming the day as a national holiday. 

In November, 1932, as a part of the celebration of the loth 
anniversary of the establishment of Fascist rule in Italy, Premier 
Mussolini granted amnesty to political offenders, with a few excep- 
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tions, who were serving terms of less than five years and reduced 
the sentences of those who were serving longer terms. 


IV 


SPAIN AND PORTUGAL 

Drastic action was taken by the Spanish Government against 
the Catholic Church during 1932. In January the Society of Jesus 
was dissolved and the 3,000 members were barred from living in 
o-roups or forming new societies. Their property, which was 
valued at approximately $30,000,000, was confiscated, and in Sep¬ 
tember the Cortes authorized its use for general public welfare. 
In October a bill was presented to the Cortes placing the con¬ 
trol of all religious orders under the government and authorizing 
the seizure of all Catholic Church property. The church was to be 
permitted to use the property at the pleasure of the government. 
Groups of Syndicalists and Communists started a revolt against 

the government in the north of Spain in the latter part of January 
but were soon repulsed and the leaders exiled. Smaller and scat¬ 
tered revolts continued through much of I 93 ^ were quickly 

suppressed. • a 

An unsuccessful attempt was made by the Royalists in August 

to overthrow the government. Over 100 of the leaders were ex¬ 
iled, and their property, valued at approximately $24,000,000, was 
confiscated. At the same time the personal fortune of former King 

Alphonso, amounting to about $3,000,000, was taken. 

The 100-year struggle for home rule by Catalonia was finally 
brought to a successful end on June 10, 1932, when the Cortes 
voted to give autonomy to the province. While still a state of the 
Spanish republic, Catalonia became practically self-governing. Col. 
ITancisco Macia was elected President of the province on Novem- 

ber 20. , ,, j 

The Portuguese Government made public a proposed new Co - 

stitution on May 28, 1932, so as to give the people an opportunity 
to study it before being submitted to a popular referendum, ine 
new Comtitution called for election of the President by the ^o^e 
for a term of seven years, and a Cabinet responsible to the Presi¬ 
dent instead of to the Assembly. The Constitution had not been 

adopted by the end of the year. 
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Dr. Antonio de Oliveira Salazar, Minister of Finance, succeeded 
Premier Domingos Oliveira, who resigned on June 25. He continued 
to hold the portfolio of Finance and also took over the War port- 

^°^*°Former King Manoel, who had lived in London since the 
revolution of 1910, died on July 2, I 93 ^" 

V 

BELGIUM, THE NETHERLANDS AND SWITZERLAND 

A new language bill which divided Belgium into three lingual 
districts was passed in the House on March 2, 1932, and in the 
Upper Chamber on July 18. French was made the official language 
in Wallonia, and Flemish in Flanders. Brussels continued to be 
bilingual. Both languages must be taught in the secondary schools, 
and the second language may be taught in the primary grades. 

Premier Jules Renkin of Belgium resigned on October 18, 
1932, due to dissatisfaction over the import quotas, and was suc¬ 
ceeded a few days later by Count Charles de Broqueville, Catholic 
Senator and former Premier. The Catholic and Socialist parties 
made such gains at the Chamber of Deputies elections in November 
that the Liberal members of the Cabinet threatened to resign They 
were induced to remain, however, until December 13, when the en¬ 
tire Cabinet resigned after voting to refuse to pay the December 15 
installment of the war debt owed to the United States. 

Belgium, The Netherlands and Luxemburg signed a tariff 
union agreement at Lausanne on June 20, which called for recip¬ 
rocal tariffs and abolishing economic barriers. Other countries were 
to be permitted to join the union on the same terms as the original 
signers of the agreement. 

In The Netherlands the 17-mile dike connecting the island of 
Wieringen with the east coast at Friesland was closed on May 28, 
1932, thus turning Zuider Zee into a lake, to be known hereafter as 
Ijssel Lake. The short dike connecting the island with the mainland 
to the west was completed in 1925. Approximately half of the lake 
will be drained so as to reclaim about 900 square miles of land for 
cultivation. The long dike cost $50,000,000 to build. 

The dispute between Switzerland and France over the free 
zone of Upper Savoy and District of Gex was decided by the World 
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Court in favor of Switzerland. France must withdraw her customs 

linesby January I, 1934- . r .u t:' i * 

Edmund Schulthess, Vice President of the Federal Assembly, 

was elected President of the Swiss Confederation on December 15, 

1932. He had been President in 1917, 1921 and 1928. 

VI 


SCANDINAVIAN AND BALTIC COUNTRIES 

Denmark and Norway became involved in a further contro¬ 
versy over East Greenland when Norway occupied in July, 1932 the 
strip of territory between 6i°3o' and 63°40'. The World Court 
had not passed down a decision on the occupation of Greenland by 
a Norwegian hunting party in 1931 but was appealed to by Norway 
for protection in her new undertaking. This was rejected by the 
World Court, and the deliberations on the whole situation were post¬ 
poned to ^pril 1933. The manipulations of Ivar Kreuger, Swedish 
match king and his suicide on March 12, 1932 worked economic and 
political havoc in Sweden. A moratorium was declared on all private 
payments and for Kreuger & Toll and its associated companies, and 
the stock exchange was closed for a time. Kreuger s direct liabili¬ 
ties were $74,800,000 and his personal debt $93,500,(^0. 

An army of approximately 4,000 Fascists, led by Lapuans, 

threatened to overthrow the Government of Finland the last week 
of February. 1932, but swift action by the Government brought 

about a complete surrender in a few days. , ,, 

'\ prohibition repeal bill, providing for the sale of liquor under 

Government control, was passed by Parliament on January 30, 1932, 

and went into effect on April 5. At first the dispensaries were 

closed from Saturdav through Monday and on days before and after 

holidavs. but there was so much selling of liquor bo^S^rs ^hat 

the Gm-ernment in September increased the number of days fo 

^^^^^'pollowin'g die 'resignation of Konstantin Pats, State Head of 
Estonia, on January 29. 1932, 'HgraVam^^^^^^ 

2 TeL in the A.senthly elections ,n May, Julyj. the 

Assentl.ly appointetl Karl Einl.nnd, Agrarian as State Head. 
November i Konstantin Pats again became State Heaa. 
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CENTRAL EUROPE AND THE BALKANS 

I 

AUSTRIA, HUNGARY AND CZECHOSLOVAKIA 

A USTRIA suffered greatly from economic and industrial con- 
/\ ditions during 1932. No help was gained through the Lon- 
XX don Conference held in April to work out an economic plan 
for the Danubian states, and consideration of a loan to Austria was 
postponed by the Council of the League of Nations until May. On 
•July 16 the League of Nations approved a 20-year loan to Austria 
of 300,000,000 schillings (about $42,000,000) by Great Britain, 
France, Belgium, Italy, Switzerland and Holland, on condition that 
during the period of the loan Austria and Germany cannot have a 
political or economic union. Austria defaulted on her League loan 
of $126,000,000 on July 30. 

Chancellor Karl Buresch resigned on May 6, 1932 and was suc¬ 
ceeded by Dr. Engelbert Dollfuss, former Minister of Agriculture. 

Hungary was left in a precarious economic and financial condi¬ 
tion through the lo-year extravagances of the Bethlen Government 
and had not been able to make any recovery during 1932. In spite 
of a 100% increase in income tax, a 25% corporation tax and 
drastic cuts in Government employees’ salaries, the deficit of the 
country had increased at the end of the third quarter of the year. 

Premier Julius Karolyi, because of the friction with Count 
Bethlen’s followers, and loss of support of the Agrarians, resigned 
on September 21. He was succeeded by Julius Goemboes, a com¬ 
moner who was credited with preventing the restoration of the 
former Emperor to the throne in 1921. 

Czechoslovakia suffered less than the other Central European 
countries from the world-wide economic depression up to April, 
1932, but then she too began to feel its effects. The French Chamber 
of Deputies on March 5 approved a loan of $24,000,000 to be issued 
by Czechoslovakia and floated in the French market to help relieve 
the greatest needs. 
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Premier Frantisek Udrzal, who had held office since December 
7, 1929, resigned on October 21, 1932 and was succeeded by Jan 
Malypetr, President of the Chamber of Deputies. 

II 

POLAND AND GREECE 

Poland was faced with difficulties in Danzig, the free state 
over whose foreign relations she has control, twice during 1932. 
The Danzig Government protested in January to the League of 
Nations Commissioner at Danzig against Poland’s boycotting goods 
from that country, and Poland in turn demanded equal rights for 
her people, who were in the minority, with the German majority. 
The World Court handed down a decision on February 4 against 
Poland’s demand. In May, following the passing of an ordinance 
regulating the rights of foreign warships in Danzig Harbor without 
Poland being consulted, the Polish General Commissioner to Danzig, 
Dr. Kasimir Papee, protested to the City Senate. A pact was signed 
on August 13 by Poland and Danzig which permitted Polish war¬ 
ships to enter the harbor and also gave better protection to the Poles 
in Danzig. 

Poland and Russia signed a non-aggression and neutrality 
pact on July 25, which was ratified four months later. 

Premier Eleutherios Venizelos continued to head the Govern¬ 
ment of Greece, with a short interruption in May, until October 31, 
1932. He resigned on May 21, suggesting that President Zaimis 
ask M. Papanastassiou, the Opposition leader, to form a coalition 
Cabinet representing all the parties except the Royalists. This Cab¬ 
inet resigned in a few days, and Venizelos again headed the gov¬ 
ernment. During the campaign preceding the elections for the 
Chamber of Deputies and Senate to be held on September 25 » Pre¬ 
mier Venizelos claimed that if the Royalists were victorious there 
was grave danger that the monarchy would be restored. The Roy¬ 
alists promised that they would uphold the republican form of gov¬ 
ernment. The elections were very close, the Venizelists receiving 
102 votes and the Royalists 96. Premier Venizelos resigned on Oc¬ 
tober 31, and President Zaimis appointed Panagiotis Tsaldans, 

leader of the Royalists, to succeed him. _ 

Premier Venizelos notified the League of Nations Council on 
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Aoril m 1932 that Greece would stop redemption payments on 
internal and external debts and would reduce the interest. Greece 
abandoned the gold standard on April 25. The government notified 
the United States on June 30, when the Hoover moratorium ex¬ 
pired that Greece would have to postpone the payment of her July 
I payment on her loan for two and a half years. In November she 
postponed the payment of interest due on another loan. 


Ill 

THE BALKAN STATES 

Rumania had several Cabinet upsets during 1932. Premier 
Nicolas lorga, failing to receive the support of the Liberals in his 
program for a loan to pay the government salaries, resigned on 
May 31. He was succeeded by former Premier Alexander Vaida- 
Voevod, leader of the Nationalist Peasant Party. Premier Vaida- 
Voevod resigned on October 17 because he was not willing to 
comply with King Carol’s demand that he appoint Nicolas Titulescu 
as his Foreign Minister. Two days later former Premier Maniu 

formed a Cabinet including Titulescu. 

Rumania, Czechoslovakia and Yugoslavia, the Little Entente, 

formed a permanent council in December, to meet three times a year. 

The Yugoslavian Government was threatened during most of 
1932 by a revolt of the Croatians, the second largest group in the 
country, who demanded independence in a confederation of Croatia 
and Serbia and equal rights with the Serbians. The Slovenes joined 
the Croatians in their demand for a confederation. The Serbs op¬ 
posed the formation of independent states, holding that the present 
form of government gives the country more adequate protection 
from foreign invasion. Premier Pera Zivkovich, appointed by King 
Alexander in 1929, resigned on April 4, 1932 and was succeeded 
by Foreign Minister Voyislav Marinkovich. He resigned on June 

29, and Milan Srskich was made Premier. 

Bulgaria announced on February 8 , 1932 that no further 
payments on reparations would be made. A League of Nations com¬ 
mission reported after a study of her financial condition that Bul¬ 
garia did not need a moratorium. Nevertheless the government 
notified the Council of the League on April 15 she was suspending 
60% of her foreign debt service for six months. 
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« 

SOVIET RUSSIA AND ASIA 

I 

RESULTS OF THE FIRST FIVE-YEAR PLAN 

T he first Five-Year Plan, officially ended on December 31, 

1932, failed to meet the schedule called for by the Com¬ 
munist leaders. The production of heavy industry during 
1932 was 20% less than called for in the original program and less 
than 50% of the schedule in the revised figures of 1929-30. The 
grain sowings were about 19% less than scheduled. Yet the Five- 
Year Plan in some ways may well be considered a success. It def¬ 
initely worked out the basis for an organized plan for the economic 
and agricultural development of Soviet Russia. Great progress was 
made in industrializing the country. The largest hydroelectric 
plant in the world was opened on the Dnieper River, at Kichkas, 
on October 10, 1932. In a few industries the country exceeded its 
goal. The shortcomings of the Five-Year Plan were due in part to 
a too ambitious program for inexperienced workers, the impossi¬ 
bility with inadequate railroads to transport raw materials to the 
manufacturing plants and a shortage of raw materials. 

The preliminary draft of the second Five-Year Plan, an¬ 
nounced in January, 1932, called for still greater increases in elec¬ 
trical power and heavy industrial output and a new emphasis on 
the light industries, which had been neglected; a vast building of 
railroads, and a large increase in agricultural products. It also 
called for training men to replace the foreign experts in charge of 
the factories. Developments during 1932 indicated that many mod¬ 
ifications would be made in the plan before it was presented to the 
All-Union Central Executive Committee in January, 1933 - 

Conditions of living in Soviet Russia were lowered greatly 
during 1930 to 1932, and the suffering from the shortage of food 
was intense. The discontent of the peasants under the iron rule of 
Stalin increased steadily in spite of his effort to appease them by 
cutting down the government’s levies on farm products. Stealing 
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was rampant, and the death penalty was finally imposed for thefts. 
There was no forced unemployment m Russia, for the manufactur¬ 
ing plants absorbed all labor. There was, however great overturn 
of labor due to the unrest of the workingmen. Wages of the in- 
Lstrial ’workers were raised 12% to 18% in the spring, and wages 
for the army and navy were increased up to 100% m November. 

Russia strengthened her relations with foreign countries 
markedly during 1932. Non-aggression pacts were signed with 
France Poland, Finland and Estonia. Russia also renewed her 
diolomatic relations with China, which had been broken off in 1929. 
The government attempted to negotiate a non-aggression pact with 
Tapan during the Sino-Japanese conflict, but Japan refused. Due 
to the imminent danger of the Sino-Japanese conflict extending into 
Russian territory, the government sent troops to Vladivostok. In 
case of war large armies could be transported there with little delay. 

The nullification of the Russo-British trade treaty by Great 
Britain which had given Russia the privileges of a most-favored 
nation,’was a great blow to her export trade, but it was expected 
that other trade agreements would be worked out which would not 
conflict with the British Empire trade treaties signed at the Ottawa 

Conference. 

II 


THE TURKISH REPUBLIC 

The foreign relations of Turkey were strengthened during 
1932. She signed a treaty with Italy which ended the conflict over 
the small islands between the mainland and Castellorizo in January, 
and in May renewed the Treaty of Friendship of 1928 calling for 
mutual neutrality, arbitration and conciliation. She also signed a 
treaty with Persia which ceded Little Ararat to Turkey for territory 
further south. The government borrowed about $15,420,000 from 
Italy and made a trade agreement with Soviet Russia whereby 
Russia was to sell $8,000,000 worth of machinery to Turkey in ex¬ 
change for raw materials delivered over a period of 20 years. 

Turkey was admitted to the League of Nations Assembly on 

July 18, 1932. 

The Koran was read for the first time in the Turkish language 
on February 12 at the celebration of Ramadan s Kadir Guedjessi 
(Night of Power) in the Santa Sofia mosque at Istanbul. 
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III 

IRAQ, SYRIA, PALESTINE AND ARABIA 

Iraq was formally admitted to the League of Nations on Octo¬ 
ber 3, 1932, having agreed to abide by guarantees drawn up by the 
Permanent Mandates Commission. British supervision was subse¬ 
quently withdrawn. 

The country was involved in a four-months conflict with Sheikh 
Ahmed Barzan, who not only had withheld allegiance to Iraq but 
had been harboring her enemies. The British Royal Air Force 
joined the Iraq forces and in the latter part of June forced Ahmed 
Barzan to surrender. The concession for the exploitation of oil 
on the west side of the Tigris granted to the British Development 
Co. in April, 1932 led to an attempt by Iraqi officials and Russian 
agents to overthrow the government and declare a republic. Rus¬ 
sia was antagonistic to the concession for it would result in com¬ 
petition with her oil. The attack on the government was quickly 

suppressed. 

Ahmed Ali Bey el-Abed was elected President of the Syrian 
State in Tune, 1932. The French High Commissioner suspended 
the Constitution of the Republic of Lebanon just before new Presi¬ 
dential elections were to be held in May and extended the term of 
President Charles Debbas of the Republic of Lebanon three years 

from May 27, 1932. 

Sir Arthur Wauchope, High Commissioner for Palestine, re¬ 
ported to the League of Nations Permanent Mandates Commission 
on Novemljer ii, 1932 that a new municipal government, which 
would bring about greater unity between the Arabs and Jews, 
would go into effect early in 1933 - pHn for dividing Palestine 
into two autonomous regions, one for Arabs and one for Jews, to 
be united as one state, was opposed by the Revisionist Jews. 

King Ihn Sand changed the name of his kingdom, the Hedjaz 
and the Nejd, to the Kingdom of Saudi Arabia, on September 22, 
1932. The country was kept in a tense state for the first half of 
1932 with a series of tribal raids. The most serious of these raids 
was led by Hamad Ihn Rafada, of the Billi tribe, who had been ex¬ 
iled from the country in 1925 when Ihn Saud seized the Hedjaz. 

Rafada was killed after a two-months warfare. 
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Chapter I 

OUTSTANDING WORLD EVENTS 

I 

WORLD ECONOMICS 

T he world crisis had shown promising signs of lifting in the 

summer of 1932; but adverse events and conditions during 
the latter part of the year and the beginning of 1933 threw 
the world back into the depths of economic depression. Interna¬ 
tional trade had shrunk and thus delayed still further the stabilization 
of currency and exchange. A large majority of countries had gone 
off the gold standard, including all the South American nations 
except Uruguay, and all of the British Dominions. The banking 
situation in the United States led to the temporary closing of all 
banks by President Roosevelt the day after his inauguration. In 
April the United States went off the gold standard. 

When all hope of stabilizing currency and exchange at the 
World Monetary and Economic Conference at London in June-July 
was'crushed by President Roosevelt’s declaration that it was too 
early to take this step, the sterling bloc—Great Britain, Canada, 
Australia, New Zealand, South Africa and India—issued a joint 
statement agreeing to currency solidarity and looking forward to 
the return to an international gold standard and international co¬ 
operation in minimizing fluctuations in the purchasing power of 
gold. The British Exchange Equalization Control supported the 
sterling group in its policy of trying to hold a stable exchange rate 
between the pound sterling and the gold franc. The gold standard 
countries—France, Italy, Belgium, Switzerland, Holland, Czecho¬ 
slovakia and Poland—declared their intention of maintaining the 
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“free functioning of the gold standard in their respective countries 

at the present gold parities.” 

Following the abandonment of the gold standard by the United 
States, the Administration undertook by various steps to depress 
the dollar. This had little effect on international trade, but it did 
precipitate a flight of American capital to Europe, estimated to have 
reached $1,000,000,000 by the middle of November. The revalua¬ 
tion of the dollar at the close of 1933 reversed the flow of capital, 
bringing great quantities of gold to the United States. The Japanese 
yen continued to depreciate. 

The currency manipulations and the difficulties of transfer re¬ 
sulted in a practical cessation of investment of capital, and debt 
services were blocked. Germany was forced in February to renew 
her standstill agreement on her short-term loans for another year. 
Services on her long-term loans were paid in part by cash and in 
part by scrip which could be used for buying German goods and 
bonds and in stipulated German investments. In December the rate 
of cash payment to British and American creditors was reduced 
to 30%. The Dutch and Swiss creditors, as a result of trade treaties 
with Germany increasing her exports, received their payments in 
cash. 

A number of important bilateral trade treaties were made during 
the year which gave new impetus to international trade. Great Britain 
took the lead in this movement, signing bilateral agreements with 
Denmark, Norway, Sweden, Finland, Argentina, Estonia, Latvia 
and Germany. Negotiations for similar agreements were being 
carried on at the close of the year with Italy, Spain, Poland and 
Uruguay. Minimum cjuotas of exports and imports were guaranteed 
and tariff concessions were made. To offset Great Britain’s in¬ 
creased trade brought about by these bilateral agreements, trade with 
Russia was drastically reduced by the British Government in re¬ 
taliation for the arrest and trial of British engineers in Russia ac¬ 
cused of sabotage. Negotiations for a new trade treaty were being 
carried on at the end of the year. The recognition of Russia by 
the United States on November 16 was followed by steps being 
taken to organize an American Government-guaranteed corporation 
to finance purchases. American exports to Soviet Russia had fallen 
from $114,000,000 in 1930 to approximately $12,000,000 in I 933 - 
At the Pan-American Conference held at Montevideo, Uruguay, 
in December the United States and the Latin American countries 
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reached an agreement favoring general tariff reduction through 
bilateral treaties and abolition of import restrictions. 

As a result of discussions by representatives of the leading 
wheat countries during the World Economic Conference, a Wheat 
Conference was held at London in August. Twenty-two nations 
signed an agreement controlling the amount of wheat exports and 
reducing the wheat acreage. The United States, Argentina, Aus¬ 
tralia and Canada agreed to reduce their exports for 1933-34 by 
what amounts to approximately 15%, and the European countries, 
Bulgaria, Hungary, Rumania and Yugoslavia, agreed that their 
combined exports for 1933-34 shall not exceed 50,000,000 bushels. 
Soviet Russia agreed to limit her exports after negotiations with 
other wheat exporting countries. The 15% reduction agreed to by 
the United States was incorporated in the Administration’s farm 
program for reduction of crops. It was estimated that farmers 
would be reimbursed about $125,000,000 for curtailing their 
acreage. 

Following discussions carried on concurrently with the World 
Economic Conference the three largest silver-holding countries, India, 
Spain and China, agreed to restrict their sales. The five producing 
countries, the United States, Canada, Mexico, Peru and Australia, 
agreed not to sell any silver on the world market and to purchase 
up to 35,000,000 ounces annually from their domestic producers. 
The agreement was ratified by President Roosevelt on November 22 
and put into effect the following month. The American share of 
the purchase of silver was approximately the total production of 
1932. It did not add enough to the currency of the United States 
to have any effect on general prices. It was expected that the agree¬ 
ment would raise the price of silver generally and improve the buy¬ 
ing power of the Far East. Mexico benefited from the agreement 
and the depreciation of the American dollar. 

The International Steel Cartel was renewed for another five 
years, and British steel producers of ship plates and sections entered 
into the quota arrangement, receiving a 25% allotment. Attempts 
to restrict rubber were unsuccessful. The sugar situation grew 
more acute during 1933. The Chadbourne agreement of 1931, 
expiring in 1935, had fixed export quotas for European countries, 
Java and Cuba; but the world consumption had fallen so greatly 
and other countries not parties to the agreement had exported so 
much sugar, that the prices received for sugar were not held at a 
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remunerative level. An unsuccessful attempt was made by the 
United States in the fall of 1933 to revise the quotas. 

While there was evidence of considerable economic recovery in 
most of the countries, particularly during the later months, there 
was no change in the chaotic conditions of China, and India made 
but little headway towards normalcy. Japan’s recovery was most 
spectacular. Her foreign trade expanded rapidly, and her exports 
of cloth for the first eight months were greater than England’s. 
Her bank deposits increased and her unemployment decreased. 
Russia made notable progress in her second Five-Year Plan. 

H 


WORLD MONETARY AND ECONOMIC CONFERENCE 


Much hope for international agreements leading to economic 
recovery was placed in the World Economic Conference to be held 
in London in June, 1933. The United States had held aloof from 
the Lausanne Conference of 1932, maintaining that war debts and 
reparations could not be linked, but had accepted the invitation to 
participate in an economic conference to be held later. She had 
stipulated, however, that war debts, reparations and disarmament 
were not to be discussed. The agenda called for discussion of six 


main questions: monetary 
the movement of capital. 


and credit policy, prices, resumption of 
restrictions on international trade, tariff 


and treaty policy, and organization of production and trade. 

On January 19 the Preparatory Commission of Experts issued 
a survey of the problems to be considered at the London Confer¬ 
ence. The survey condemned economic nationalism, recommended 
a return to the gold standard and urged a general reduction of bar¬ 
riers to international trade. President Roosevelt held conferences 


in Washington with representatives of the major powers, discussing 
general conditions and the main aims of the London Conference. 
He persuaded eight countries to agree to a tariff truce during the 
World Economic Conference, but so many reservations were made 


that the agreement was of little value. 

The Conference opened on June 12 with one hundred and sixty- 
eight delegates from sixty-two countries. The American delegation 
consisted of Secretary of State Cordell Hull, chairman; James M. 
Cox, Senator Key Pittman, Senator James Couzens, Representative 
Samuel D. McReynolds, Ralph W. Morrison and a group of techni- 
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cal advisers. The optimism of the first months of the year had 
given way to marked pessimism by the time the representatives had 
gathered in London. The Disarmament Conference had signally 
failed, nationalism was rising in Europe, the United States had 
repudiated the gold clause in her contracts, and many of the major 
problems of any world recovery were barred from discussion. 
Though war debts had been excluded from discussion at the Con¬ 
ference J. Ramsay MacDonald, in his opening speech, declared that 
the question of war debts “must be dealt with before every obstacle 
to general recovery has been removed, and it must be taken up with¬ 
out delay by the nations concerned.” In May President Roosevelt 
had stated that the London Conference “must establish order in 
place of present chaos by the stabilization of currencies.” But 
shortly after the Conference opened he refused to agree to the 
resolution of the gold bloc countries for an immediate currency 
stabilization, holding that this would be premature. J. Ramsay 
MacDonald and a representative of the United States drew up an 
agreement whereby the gold standard countries would “maintain 
the free working of that standard at current gold parities” and 
the other countries would “bring back an international standard 
based on gold without prejudicing their future ratios to gold.” 
President Roosevelt repudiated this compromise, stating that “this 
is not the time to dissipate gold reserves.” He also demanded 
that the national budgets be balanced. This demand might have 
been more effective if the United States had not had the largest 
budget deficit of any country. 

Any attempt to reduce trade barriers was futile until the currency 
had in some measure been stabilized. Moreover there were marked 
differences of opinion within the various committees and within 
the American delegation itself. A statement of Secretary of State 
Cordell Hull condemning trade barriers was endorsed in general 
terms by the Roosevelt Administration. 

The Conference adjourned on July 27, admittedly a complete 
failure. By-products of the Conference which were more successful 


were the silver and wheat agreements, discussed earlier in this 
chapter. Maxim Litvinoff, Soviet Commissar of Foreign Affairs, 
took advantage of the presence of representatives of so many coun¬ 
tries to negotiate non-aggression treaties with Afghanistan, Estonia, 

Latvia, Persia, Poland, Rumania and Turkey. These were signed 
early in July. 
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III 

PAN-AMERICAN CONFERENCE 

The Seventh International Conference of American States 
opened at Montevideo, Uruguay, on December 3 and closed on the 
26th. Delegates from twenty republics were present, only Costa 
Rica not being represented. The three questions of major im¬ 
portance discussed at the Conference were the Gran-Chaco War, 
an anti-war pact, and the tariff relations of the American republics. 

The committee on the “organization of peace” presented a reso¬ 
lution to the Conference, pledging cooperation with the League of 
Nations in the application of the League sanctions incorporated in 
Article XVI. This was modified by the Conference to permit non- 
League members or those which could not commit themselves to 
these sanctions to make reservations. The United States and Brazil 
were thus excepted from application of the sanctions. The Con¬ 
ference was successful in persuading Paraguay and Bolivia to de¬ 
clare a temporary truce and to cooperate with the League Com¬ 
mission at Montevideo. 

Argentina proposed an anti-war pact, similar to the Pact of 
Paris and the American treaties. Eight nations, including the 
United States, pledged themselves to sign the pact, and Argentina 
thereupon declared her adherence to the Briand-Kellogg Pact, the 
Gondra Treaty and both the Inter-American Conciliation and Ar¬ 
bitration Treaties. The United States’ agreement to sign the anti¬ 
war pact is, of course, subject to ratification by the Senate. 

Secretary of State Cordell Hull, chairman of the American 
delegation, proposed lower tariffs “on the return of normal con¬ 
ditions” and for early negotiation of reciprocal trade agreements. 
PI is proposal was adopted by the Latin American countries. 

The treaties proposed by the Inter-American Commission of 
Women, which grant “equal nationality status to men and women” 
and guarantee to women “equal civil and political rights with men 
throughout the Americas,” were approved and recommended for 

acceptance by the individual countries. 

The right of a nation to intervene in another country was 
brought up in the discussion of ten articles on “the rights and duties 
of states.” Article 8 reads, “No state has the right to intervene 
in the internal or external affairs of another.” The representatives 
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of all the countries, except the United States, voted for all ten 
articles. Secretary Hull refrained from voting but in a speech made 
the attitude of the United States on the subject very clear. He 
called attention to the Latin American policy of President Roose¬ 
velt as indicated in his non-intervention in Cuba and his readiness 
to negotiate with the Cuban Government regarding the Treaty of 
1903 and the Platt Amendment. Hull stated that “no government 
need fear any intervention on the part of the United States under 
the Roosevelt Administration,” and declared that only previous 
commitments and engagements which the United States was en¬ 
deavoring to end prevented unqualified acceptance of the non¬ 
intervention article. 

The Third Pan-American Financial Conference will meet at 
Santiago, and a technical commercial conference will be held at 
Buenos Aires. The next Pan-American Conference will be held 
at Lima, Peru. 

IV 


ACHIEVEMENTS IN AVIATION 


One of the most spectacular events in aviation in 1933 was the 
transatlantic flight of the Italian fleet of twenty-four seaplanes, 
commanded by Gen. Italo Balbo, from Orbetello, Italy, to the 
Century of Progress Exposition at Chicago, July 2-14. The fleet 
returned home by Shoal Harbor, N. F., the Azores, Lisbon and 
Rome. Wiley Post, American flier, was the first to make a solo 
flight around the world. His flight, estimated at 15,596 miles, was 
made in the Winnie Mae, in 7 days, 18 hrs., 491^^ min., thus lower¬ 
ing the record made by Post and Harold Gatty in 1931 in the same 
airplane by 21 hrs., 1% min. 

Several flights were made over Mt. Everest and other peaks in 
the Himalaya range by British fliers in March and April. The 
expedition was headed by the Marquess of Clydesdale, M.P., and 
was successful in taking many photographs of Mt. Everest of great 
scientific value. An altitude of 35,000 ft. was reached in one of the 
flights. A new world record for altitude was established on Sep¬ 
tember 28 by Gustave Lemoine, French flier, of 44,819 ft. 

Lieut. Maurice Rossi and Lieut. Paul Codos, French fliers, 
established a new world record non-stop distance flight, Aug. 5-7, 

by flying from New York to Rayack, Syria, covering 5,657.387 
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miles. Squadron Leader O. R. Gayford and Flight Lieut. G. E. 
Nicholetts, British fliers, made a 5,341-mile non-stop flight from 
Cramvell, England, to Walvis Bay, South-West Africa, in-57 hrs. 
25 min. Lieut. Charles Ulm made a 9,520-mile trip from England 
to Australia in 6 days, 17 hrs., 56 min. in October, lowering the 
ne\v record made by Wing Commander Sir Charles Kingsford- 
Smith earlier in the month. Maryse Hilz, French flier, made a 
solo flight of 25,000 miles from Paris to Tokyo and return in May. 

Two Spanish fliers, Capt. Mariano Barberan and Lieut. Joaquin 
Collar, made the first transatlantic flight to end in the West Indies 
in June. The 4,900-mile flight from Seville, Spain, to Camaguey, 
Cuba, was made in 39 hrs., 55 min. Capt. James A. Mollison and 
his wife, Amy Johnson, made a non-stop flight from Wales to Strat¬ 
ford, Conn., in July, a distance of 3,190 miles in 39 hrs., 3 min. 
New York was their goal; but fog and shortage of fuel forced them 
to make a blind landing in a swamp at Stratford. Both fliers were 
badly cut and the plane wrecked. 

An Italian flier, Francesco Agello, established on April 10 a 
new world seaplane speed record of seven miles a minute or 
423.822 m.p.h. over a three-kilometer course at Lake Garda, Italy. 
Alexander P. de Seversky established a new speed for amphibian 
airplanes when he flew 179.77 m.p.h. over Roosevelt Field, Long 
Island, on October 8. Col. Roscoe Turner set a new record for the 
transcontinental flight from Los Angeles to New York in Septem¬ 
ber, making the trip in 10 hrs., 5 min., 30 sec. In July he made a 
new westbound transcontinental record, flying from New York to 
Los Angeles in ii hrs., 30 min. James R. Wendall established a 
new record for the flight from Ottawa to Mexico on October 25, 
making the distance of 2,500 miles in ii hrs., 53 min. 

Kurt Schmidt, a German, established an international glider 
record for duration with return to the starting point by flying his 
glider at Koenigsberg, East Prussia, in 36 hrs., 35 min. on August 
3-4. Richard C. Dupont established a new American glider record 
in flying his glider from Waynesboro, Va., to Frederick, Ind., a 
distance estimated at 126 miles. Jack O’Meara set a new world 
record for consecutive looping in a glider on October 28 by making 

46 loops at Mineola, Long Island. 

The Gordon Bennett International Balloon race, starting from 
Chicago, Ill., on September 2, was won by Capt. Franciszek Hynek 
and Lieut. Zbigniew Burzynsky of Poland with a distance of 846 
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miles. The balloon landed north of Lau Niere, Quebec. Three 
Soviet fliers, Prof. George Prokofiev, pilot, Ernest Birnbaum, en¬ 
gineer, and C. D. Godunov, made an unofiflcial world stratosphere 
record on September 30 in the Government balloon USSR, reach¬ 
ing an altitude of 62,340 ft. over Moscow. On November 21 Lieut. 
Com. T. G. W. Settle of the U. S. Navy and Maj. C. L. Fordney 
of the U. S. Marine Corps established an international record, 
reaching an altitude of 61,243 ft. They took off from Akron, 
Ohio, and landed at Bridgeton, N. J. 

The United States Navy’s airship Macon made her maiden 
flight on April 21 and in October left the east for Sunnyvale, Cal., 
her permanent base. The Akron was wrecked in a storm on April 4 
off Barnegat City, N. J., and caused the deaths of seventy-three 
officers and men. Rear Admiral William A. Moffett, Chief of the 
Bureau of Aeronautics of the Navy, was among those killed. 

Col. and Mrs. Charles A. Lindbergh made a four continent 
(Greenland, Europe, Africa, South America) flight in a hydroplane, 
leaving North Beach, New York City, on July 9 and returning 
home on December 19. They made their flight in the interest of 
the Pan-American Airways to survey possible international air 
routes. 

Capt. Stephen Darius and Stanley Giranes, Lithuanian aviators, 
were killed on July 17 in their attempted non-stop flight from New 
York to Kaunas, Lithuania. They were within 400 miles of their 
goal when they crashed in a thunderstorm at Soldin, Pomerania. 
General Francesco de Pinedo, formerly chief of the Royal Italian 
Air Force, was killed at Floyd Bennett Field, New York, on Sep¬ 
tember 2, as he was attempting to start on a record distance flight 
to Bagdad, Turkey. His plane was overloaded and crashed. 
Squadron Leader Bert Hinkler, Australian flier, was killed in a 
crash in Grotta-Magna Forest, Italy. He was attempting a flight 
from England to Australia. 


V 

CENTURY OF PROGRESS INTERNATIONAL EXPOSITION 

The Century of Progress International Exposition opened at 
Chicago, Ill., on May 27, 1933 and closed for the year on Novem¬ 
ber 12. Plans were made to open the fair again in Tune, 1934 
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The greater part of the exposition grounds was made by filling in 
Lake Michigan near the shore and thus reclaiming approximately 
400 acres of land. Over 22,000,000 people attended the exposition, 
and the total revenue was estimated at over $37,000,000. 

A beam of light which traveled 240 trillion miles through space 
from the star Arcturus gave the signal for the official opening of 
the Century of Progress Exposition, and this ceremony was re¬ 
peated every evening during the summer. 

The buildings on the exposition grounds were largely modernis¬ 
tic, and incorporated building materials and types of construction 
never before displayed. The highly colored vast surfaces and 
planes of the buildings were made more striking by the multi¬ 
colored lights thrown on them. 

Special emphasis was placed in this exposition on exhibits show¬ 
ing the actual manufacturing steps of various products. Automobiles 
were assembled, silk stockings woven, radio tubes machine blown, 
toothpaste manufactured and packed, breakfast foods made and 
packaged. Where it was not feasible to carry on the actual manu¬ 
facturing, dioramas—modernized panoramas with the added dimen¬ 
sion of depth—were used. For example, a 90-foot diorama of the 
electrical industry portrayed the production of power and its dis¬ 
tribution to cities and towns where it is used in homes, factories 
and transportation systems. The petroleum industry showed how 
oil is recovered from the earth, transported, refined and made 
available for use. 

At the Hall of Science exhibits were presented in physics, 
chemistry, biology, geology and medicine. The United States 
Government building portrayed the activities of over fifty different 
departments, showing how the Government aids agriculture and 
commerce and contributes to the protection of the people of the 
country. 

Eighteen foreign nations had exhibits at the exposition. The 
Government buildings portrayed the histories of the countries. 
There were several foreign villages which dramatized the life of 
these people. The Norwegian training ship, Sorlandet, in which 
the descendants of the Norse sea rovers cruise the icy North 
Atlantic, shared honors with the schooner Bluenose from Nova 
Scotia, champion deep-sea racing fisherman. The flight of Gen. 
Italo Balbo and his fleet of twenty-four seaplanes from Orbetello, 
Italy, to the exposition added greatly to its international interest. 
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Chapter II 

THE UNITED STATES 

I 


NATIONAL POLITICS 

F ranklin DELANO ROOSEVELT and John N. Gamer 

were inaugurated as President and Vice-President, respec¬ 
tively, on March 4, 1933. President Roosevelt’s Cabinet, 
announced shortly before his inauguration, was composed of Secre¬ 
tary of State, Senator Cordell Hull of Tennessee; Secretary of 
the Treasury, William H. Woodin of New York and Pennsylvania; 
Secretary of War, former Governor George H. Bern of Utah; 
Attorney General, Senator Thomas J. Walsh of Montana; Secretary 
of the Navy, Senator Claude A. Swanson of Virginia; Postmaster 
General, James A. Farley of New York; Secretary of the Interior, 
Harold Ickes of Illinois; Secretary of Agriculture, Henry A. 
Wallace of Iowa; Secretary of Commerce, Daniel C. Roper of 
South Carolina and Secretary of Labor, Frances Perkins of New 
York. Senator Walsh died on March 2, and Homer S. Cummings 
of Connecticut was appointed Attorney General. President Roose¬ 
velt later appointed several college professors, popularly known as 
the “brain trust,” to important positions; Raymond 1 . Moley, pro¬ 
fessor of Columbia University, became Assistant Secretary of State, 
and Rexford G. Tugwell, professor of Columbia, Assistant Secre¬ 
tary of Agriculture, and Adolf Augustus Berle, also a professor 

of Columbia, a special adviser to the Reconstruction Finance Cor¬ 
poration (RFC). 

President Roosevelt’s vigorous and optimistic inaugural ad¬ 
dress instilled new hope in the American people. He promised 
“leadership of this great army of people, dedicated to a disciplined 
attack upon our common problems” and warned the listeners against 
unreasoning fear. His optimism was contagious, and was im¬ 
mediately reflected by the nation as a whole. The President sum¬ 
moned the new Seventy-Third Congress to meet in special session 
on March 9. With a large Democratic majority in both Houses of 
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Congress, the Administration was assured of full cooperation in 
passing emergency measures. 


II 


RELIEF LEGISLATION 


On the first day of the special session of Congress the Emer¬ 
gency Banking Act was passed, which gave President Roosevelt 
emergency powers to regulate transactions in credit, currency, gold 
and silver and empowered Secretary Woodin to demand deposit of 
all gold or gold certificates held by anyone in the United States. 
It also provided for reorganization of banks and sale of preferred 
stock by national and state banks to the Reconstruction Finance 
Corporation. The Economy Act, approved on March 20, em¬ 
powered the President to reduce Federal employee salaries up to 
15%, but limited the cuts to the fiscal year ending June 30, 1934. 
On March 31 Congress voted to authorize President Roosevelt to 
employ men on public works construction, reforestation, flood con¬ 
trol, etc., the men to be clothed, maintained and paid $i a day. 
Camps of the Civilian Conservation Corps (CCC) were to be estab¬ 
lished in different sections of the country. The Emergency Relief 
Act, signed on May 12, provided for $500,000,000 of the RFC fund 
to be given the states for emergency relief. On the same day the 
Farm Relief and Inflation Act was approved, this being expected to 
aid the farmer by raising prices of agricultural commodities. The 
act authorized the Secretary of Agriculture to proportion the pro¬ 
duction of commodities or to withdraw farm lands from production 
by leasing them. It empowered the President to devaluate the gold 
dollar by as much as 50% and to accept payment of war debts in 
silver at a price not to exceed fifty cents an ounce for a period of 
six months. It also authorized the Federal Land Banks to issue 
$2,000,000,000 in 4% bonds to refinance farm mortgages at 4 / 4 % 
interest. The Muscle Shoals-Tennessee Valley Development Act, 
signed on May 18, called for Federal operation of Muscle Shoals, 
thus aiding both agriculture and industry in the Tennessee Valley. 
A grant of $50,000,000 from the public works fund was made for 
this project. The Government undertook to reimburse the farmers 
for destroying or curtailing their productions. By the end of 1933 
$286,000,000 had been paid to cotton, wheat, tobacco and other 
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farmers, $33,000,000 in the emergency hog-buying program and 
$11,000,000 for butter purchases. Approximately 3,500,000 bales 
of cotton were destroyed. Processing taxes were placed on both 
cotton and wheat. 

The Sale of Securities Act, signed on May 27, required cor¬ 
porations offering securities to file with the Federal Trade Com¬ 
mission full information concerning them. On June 5 Congress 
voted to cancel the gold payment clause in all Federal and private 
obligations, making them payable in legal tender. The Banking 
Reform Act, approved on June 16, guaranteed in full, beginning 
July I, 1934, bank deposits up to $10,000 and in part deposits of 
larger amounts, and introduced other banking reforms. 

Aid was extended to the small home owner through the Home 
Mortgage Refinancing Act, signed on June 13, and to railroads 
through the Railroad Emergency Act, signed on June 16. The 
latter set up a Federal Railroad Coordinator who, with the aid of 
committees of railroad representatives, was to work out a plan for 
financial reorganization of the railroads and reduction of waste. 
Joseph B. Eastman, a member of the Interstate Commerce Com¬ 
mittee and one of those assisting in drawing up the Railroad 
Emergency Act, was appointed the coordinator. He demanded 
reduction of the salaries of the heads of the largest railroads and 

obtained from the Government a loan for extensive repairs of the 
railroads. 

Most important of the relief acts of the new Congress was the 
National Industrial Recovery Act (NIRA) passed on June 16 just 
before the special session adjourned. It authorized a bond issue 
of $3>300 >ooo>ooo to finance Federal, state and local public works 
construction, with the expectation of providing work for 13,000,000 
or more unemployed, and gave the Administration wide powers to 
curtail production, increase wages and prices and shorten hours of 
labor through codes of fair competition. Gen. Hugh S. Johnson 
was appointed head of the National Recovery Administration 
(NRA). In order to meet in part the heavy expenditures for the 
Federal relief measures, taxes were imposed on earnings and divi¬ 
dends of corporations, the gasoline tax was increased and the excise 
taxes passed by the last Congress were extended. Federal salaries 
were cut and war veterans’ pensions were drastically reduced, or, 

m the case of large numbers who had not received their disabilities 
in service, entirely removed. 
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III 

THE LAME DUCK AND REPEAL AMENDMENTS 

The Twentieth Amendment, which abolished the “lame duck” 
sessions of Congress and brought forward the inauguration date 
of the President and Vice-President from March 4 to January 20, 
was ratified on January 23, 1933 by Missouri, the thirty-sixth state 
to take such action. Secretary of State Stimson proclaimed the 
amendment in effect on February 6. The Blaine resolution for the 
repeal of the Eighteenth Amendment was passed by the Senate on 
February 16 and by the House on February 20 and was submitted 
as the Twenty-first Amendment to conventions of the states. Michi¬ 
gan was the first state to ratify the amendment, on April 3, and 
Utah the last of the thirty-six states required, on December 5. Act¬ 
ing Secretary of State Philips proclaimed the amendment in effect 
on official notification by telegraph of the action of Utah. North 
Carolina and South Carolina were the only states which voted 
against the amendment. The delivery or use of intoxicating liquors 
was prohibited by the amendment in any state, territory or pos¬ 
session in violation of the laws thereof. The Beer and Wine Act, 
which made legal the manufacture and sale of beer and wines of 
not more than 3.2% alcohol content by weight, was signed on 
March 22, and the act took effect on April 7 in those states which 
did not have state laws against the sale of beer. 


IV 

ECONOMIC AND FINANCIAL CONDITIONS 

While there had been a marked improvement in economic con¬ 
ditions in the summer of 1932, the overturn of the Administration 
at the elections on November 8 left the country facing a four- 
month period of practical standstill. The encouraging signs of 
recovery were quickly clouded over by continued business inac¬ 
tivity, and unemployment again increased, reaching its peak of 
approximately 14,000,000 in March, 1933. Business activity had 
been reduced to approximately 60% of normal, steel output was 
only 15% of its capacity and commodity prices had fallen to the 
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low point of the entire depression, American exports were at the 
lowest level for thirty years. 

In order to expedite the work of the NRA a blanket agreement 
on hours and wages, called the President’s Re-employment Agree¬ 
ment, was issued on July 20. This code established a working week 
of 35 hours for industrial workers and 40 hours for white collar 
workers, with minimum wages for industry at 40 cents an hour 
and for white collar workers at $12 to $15 a week, depending on 
the size of the community. Child labor was banned. Signers of 
the blanket agreement were awarded the Blue Eagle. It was esti¬ 
mated that employers of 16,000,000 workers in industry had signed 
the agreement by the end of the year, that 3,000,000 unemployed 
had been put back to work and that payrolls had been increased 
from 15% to 17%. In addition over 4,500,000 had been given 
temporary work under the Federal emergency program, such as 
reforestation and public works construction. 

Michigan declared an eight-day bank holiday on February 14, 
and by March 4 twenty-one other states had taken similar action. 
President Roosevelt declared a national four-day bank moratorium 
on March 5, which was extended until March 13. Then only the 
National Banks, other Federal Reserve Member banks and such 
banks as were declared sound by their supervising authorities were 
permitted to open. In accordance with the Emergency Banking 
Act, President Roosevelt on April 5 issued an executive order re¬ 
quiring all persons holding gold to turn it in at a Federal Reserve 
bank. Two weeks later he placed an embargo on all gold exports, 
thus taking the United States off the gold standard. 

Early in May, 1933, President Roosevelt told the nation in a 
radio speech that the Administration was working toward raising 
commodity prices “to such an extent that those who have borrowed 
money will, on the average, be able to repay that money in the 
same kind of dollar which they borrowed.” In line with this policy 
the Federal Reserve System purchased Government securities in 
the open market, spending between the end of May and the middle 
of October about $35,000,000 a week. Another effort to raise 
prices and extend credit was made by the purchase by the RFC 

u preferred stock. On March 24 it fur¬ 

nished hdf of the capital of $25,000,000 to create the National 

Bank of Detroit. In October $50,000,000 of preferred stock of the 
©colSi National Bank and Trust Co. of Chicago were 
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purchased, and two weeks later $25,000,000 in capital notes were 
purchased from the Manufacturers Trust Co. of New York City. 
Over $700,000,000 was paid out to the banks by the RFC. In 
another address over the radio on October 22 Roosevelt stated that 
the Government was “moving toward a managed currency.” Three 
days later the Reconstruction Finance Corporation announced it 
would buy newly mined gold at $31.36 an ounce, which was about 
thirty-seven cents above the dollar equivalent of the day’s price on 
the London open market. This price was gradually increased until 
at the end of 1933 it was $34.06. On October 29 the Government 
announced it would also purchase gold metal abroad. In spite of 
this effort to devalue the dollar, the commodity prices did not in¬ 
crease as anticipated and it was evident that other measures of 
inflation would be adopted. Strong opposition to inflation was 
expressed by the United States Chamber of Commerce and promi¬ 
nent bankers. Dr. O. M. W. Sprague, economic adviser to the 
Treasury Department, resigned in protest against the policy of 
inflation. Secretary of the Treasury Woodin, who had been in ill- 
health for several months, was granted a leave of absence in Novem¬ 
ber. On January i, 1934 he resigned and was succeeded by Henry 
Morgenthau, Jr., then governor of the Farm Credit Administration. 
Woodin was a stanch anti-inflationist. ^ 

V 


GOVERNMENT APPOINTMENTS 

Robert W. Bingham, publisher of the Louisville Courier-Journal 
and the Louisville Times, was appointed ambassador to Great 
Britain in March. Jesse Straus, New York merchant, was made 
ambassador to France the same month. William E. Dod^ editor 
and historian, was named ambassador to Germany m June. Breckin¬ 
ridge Long, third Assistant Secretary of State in Wilson sAdniinis- 
tration, was appointed ambassador to Italy in April, and Claude . 
Bowers, newspaper writer and author, was appointed ambassador 
to Spain. William C. Bullitt, an expert on Russian affairs, was 
appointed ambassador to Russia directly after diplomatic relation 
were established in November. Mrs. Ruth Bryan Owen, former 
United States Congresswoman, was appointed Envoy Extraordm y 
and Minister Plenipotentiary to Denmark in April. Prof. Ko 
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G. Caldwell, historian, was appointed ambassador to Portugal. 
Josephus Daniels, former Secretary of the Navy, was appointed 
ambassador to Mexico and Sumner Welles to Cuba. Frank Murphy, 
formerly mayor of Detroit, was appointed Governor General of the 
Philippines in June. Major General Blanton Winship was ap¬ 
pointed Governor of Puerto Rico in January, 1934. Joseph Boyd 
Poindexter, formerly United States district judge in the district of 
Hawaii was appointed Governor of Hawaii the same month. 

VI 

FOREIGN RELATIONS 

After a conference between President Hoover and President¬ 
elect Roosevelt at the White House on January 20, 1933 an invita¬ 
tion was issued to Great Britain and France to send representatives 
to Washington after March 4 to discuss with President Roosevelt 
the war debts and the general world economic situation. These 
conferences took place in April and were followed later by economic 
discussions with representatives from Italy, Germany, Mexico, 
Argentina and China. Little, however, was accomplished in these 
conversations. In October Ambassador Lindsay and Sir F. W. 
Leith-Ross of the British Treasury held further discussions with 
President Roosevelt in an effort to reach a settlement of the war 
debts but to no avail. On June 15 approximately $7,000,000 were 
receiyed on a claim of $143,600,000; on December 15 $8,989,123 
were received on a total claim of $152,900,000. Finland alone paid 
in full, $148,592 in June and $229,623 in December. Great Britain 
paid $10,000,000 in silver on $75>950)000 on June 15 and $7,500,000 
on $117,670,765 on December 15. Italy paid $i,0oo,ooo on $13,- 
S45>®oo due June 15 and $1,000,000 on $ 2 ,i 33 » 9 ®^ December 15. 
Rumania made a token payment in silver of $29,100 on $1,000,000 
due June 15. No payment was due in December. Czechoslovakia 
paid $180,000 in silver on account of $1,500,000 on June 15 and 
$150,000 on $1,682,813 on December 15. Lithuania defaulted on 
her $132,073 payment in June but paid $10,000 on $105,474 in 
December. France defaulted on $40,738,000 and $22,200,927 due 
June 15 and December 15 respectively. Poland defaulted on 
^3>559.ooo and $5,408,292; Hungary on $28,260 and $45271- 

oSIL'i?. $435,408; Belgium on $6,325,000 and 
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$2,859,454. Yugoslavia defaulted on $275,000 due in June. No 

payment was due in December. 

The United States continued to participate in the Disarmament 
Conference at Geneva during 1933. Norman H. Davis, the Ameri¬ 
can representative under President Hoover’s Administration, was 
appointed as special ambassador at Geneva by President Roosevelt. 
Davis issued a warning to Alfred Rosenberg, Hitler’s chief adviser, 
on May 9 that Germany’s demands for rearmament were wrecking 
the Disarmament Conference and that the United States would not 
consent to such rearmament. President Roosevelt sent a world 
peace appeal to the rulers and heads of fifty-four nations on May 16, 
the day before Chancellor Hitler had summoned the Reichstag to 
meet to hear his statement on Germany’s foreign policy. The 
message was received with enthusiasm by all of the countries except 
Germany, France and Japan and unquestionably moderated the tone 
of Hitler’s much-heralded speech. On May 22 Davis told the Con¬ 
ference that the United States would join the other powers in dis¬ 
arming down to the needs of self-defense and that she would co¬ 
operate with the other countries “by decisive and progressive 
reduction of armaments through international agreement.” Never¬ 
theless on September 26 the United States refused the suggestion 
of Great Britain to postpone building four 6-inch gun, io,ooo-ton 
cruisers during the existence of the Disarmament Conference. 

The United States participated in the World Monetary and 
Economic Conference opening in London on June 12. Though war 
debts had been specifically barred from discussion they were in¬ 
jected into the Conference at the start by Prime Minister Mac¬ 
Donald. Currency stabilization was rejected by President Roosevelt 
on June 17 and again on July 3. The Conference, which adjourned 
on July 27, was considered a dismal failure. Eight nations reached 
an agreement to control the marketing of silver and discussions were 
held by wheat-growing countries which led to a Wheat Conference 

in London in August. ivt u 

The Administration declined to intervene when the Machado 

regime was overthrown on August 12. The Government of Carlos 
Manuel de Cespedes which followed was recognized by the United 
States - but recognition of the Government of Dr. Ramon Grau ban 
Martin, one of the leaders of the junta overthrowing Cespedes, was 
withheld. The last of the United States marines were withdrawn 
from Nicaragua on January 2. The United States sent a delega- 
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tion to the Pan-American Conference held in December at Monte¬ 
video, Uruguay, headed by Secretary of State Hull. Largely due 
to Hull’s diplomacy, the Conference was a great success, particu¬ 
larly notable in the face of so many failures in other attempts at 
the conference method of ironing out difficulties. A better feeling 
toward the United States was established. 

Diplomatic relations were resumed on November i6 with Russia, 
following conferences held by President Roosevelt and Maxim 
Litvinoff, Soviet Commissar of Foreign Affairs, at Washington. 
Thus the sixteen-year policy of non-recognition was at last re¬ 
versed. Russia agreed to abstain from Communistic propaganda 
in the United States and to permit Americans free worship in Soviet 
Russia. Adjustment of the monetary claims of the two countries 
was to be referred to a mixed commission. 

The Hare-Hawes-Cutting bill granting independence to the 
Philippine Islands in ten years was vetoed by President Hoover on 
January 13 on the ground that it did not fulfill the responsibilities 
of the United States to the Islands or the American nation, that 
the Philippines would not be ready in ten years for complete inde¬ 
pendence and that the Islands might be invaded when the United 
States withdrew her protection. Both the House and the Senate 
over-ruled the veto. Manuel Quezon, president of the Philippine 
Senate and leader of the Nacionalista party, denounced the bill as 
being a tariff and immigration bill directed against the Islands. 
Both Houses of the Philippine Legislature rejected the act in 
October. President Roosevelt requested Quezon, who headed a 
new independence mission to Washington, to present a complete 
plan for independence. 

The Philippine bill provided for a Commonwealth Government 
of the Islands during the ten-year probationary period, with the 
financial power and foreign relations in the control of the United 
States; free trade in sugar restricted to 850,000 long tons, in coco¬ 
nut oil to 200,000 long tons and in cordage to 3,000,000 pounds; 
an immigration quota of fifty persons per year until the Philippines 
become independent, and after that total exclusion. United States 
goods were to be admitted free during the ten-year period. The 
United States was also given in the bill the right to retain her 
military and naval bases at the Islands, a stipulation particularly 
objected to by the Philippine Government. 
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LATIN AMERICAN COUNTRIES 

I 

GRAN-CHACO WAR AND LETICIA DISPUTE 

T he hostilities between Bolivia and Paraguay over the Gran 

Chaco, which broke out in the summer of 1932, continued 
throughout the greater part of 1933. Though war was not 
declared until May 10, when Paraguay took that action, there had 
been extensive fighting over a wide front and thousands killed. 
Efforts by the Washington Commission of Neutrals (the United 
States, Colombia, Cuba, Mexico and Uruguay), the ABCP group 
(Argentina, Brazil, Chile and Peru) and the League of Nations to 
settle the dispute had proven of no avail. The League of Nations 
in November sent a commission to South America to study the 
military and judicial questions involved and to attend the sessions 
of the Pan-American Conference devoted to the Gran-Chaco War. 
A short truce was effected on December 19 through the efforts of 
the Pan-American Conference, but as in previous truces fighting 
continued. The League Commission went to Buenos Aires on 
January i, 1934 to continue its investigations. It was estimated 
that over 100,000 soldiers had been killed in the war by the end of 

1933. T • • t-- u 

The dispute between Colombia and Peru over Leticia, which 
broke out in September, 1932, with the occupation of the district 
by Peruvians, was temporarily adjusted on May 25, 1933 through 
the intervention of the League of Nations. The countries signed 
an agreement at Geneva for evacuation of the territory by the 
Peruvians and administration of the district by a League of Nations 
Commission. The commission, headed by Col. Arthur Brown of 
the United States Army, arrived at Leticia on June 25 and assume 

immediate control. 

The League had attempted in February to persuade Peru t 
evacuate the territory, but she refused to do so. On February 17, 
after a minor clash between the troops of Peru and Colomb , 
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Colombia appealed to the League Council under Article XV of the 
Covenant. This was the first dispute brought before the League 
under the Covenant by any Latin American country. The Council 
adopted a report on March i8 declaring that the occupation of 
Colombia by Peruvian forces was “incompatible with the principles 
of international law, with those of the Covenant and of the Pact 
of Paris.” The final settlement of the dispute was to be made by a 
League Commission which arrived in Rio de Janeiro on October 25. 

II 

Mexico’s six-year plan 

The National Revolutionary party, the dominant party in 
Mexico, adopted at its convention at Queretaro in December a Six- 
Year Plan for Mexico, which is expected to raise the standard of 
living of workers, fix the maximum wages, complete the agrarian 
and public works program initiated by former President Calles 
and provide for widespread Socialist education. Immediate action 
was taken by the Mexican Congress to make the program effective. 
A constitutional amendment empowering the President to expro¬ 
priate lands and distribute them among the agrarian population was 
submitted to the state legislatures and ratified by more than the 
necessary two-thirds within three days. The amendment became 
effective on December 24. Congress also granted President Rodri¬ 
guez extraordinary powers for nine months so that he might put 
the Six-Year Plan into effect on January i, 1934. 

An amendment to the Mexican Constitution, limiting the Presi¬ 
dent to one six-year term and prohibiting reelection for senators, 

deputies, mayors, state legislators and governors, was published on 
March 20. 

The Roman Catholic Church conflict in Mexico continued un¬ 
abated in 1933. In March the State of Chiapas prohibited all 
activities of the Church. The same month the State of Guanajuato 
barred all priests who professed allegiance to a foreign potentate 
from officiating. In November the State of Durango passed a law 
limiting the number of priests to one for every 30,000 inhabitants. 

The Bishop of Valencia finally submitted in June to the clerical law 
passed in Vera Cruz in 1931. 

Mexico and Venezuela renewed diplomatic relations, severed 
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twenty years before, in June. The Mexican Government and the 
United States signed an agreement on November lo for “controlling 
the currents and rectifying the course of the Rio Grande between 
Juarez and El Paso.” 


Ill 

THE CENTRAL AMERICAN REPUBLICS 

Dr. Juan Bautista Sacasa, who was elected President of Nica¬ 
ragua in November, 1932, took office on January i, 1933. The last 
of the United States marines, who had been sent to Nicaragua in 
1926 to put down a revolt, left the country the following day. Gen. 
Augustino Sandino, rebel leader, signed a peace settlement with 
President Sacasa on February 2 and retired with his followers to 

a farm provided by the Government. 

President Maximiliano Martinez of El Salvador, whose Govern¬ 
ment had been set up by a military coup in 1931, had gained recog¬ 
nition by twenty-seven countries in Europe and Asia and nine in 
Latin America by November, 1933. The Central American govern¬ 
ments and the United States continued to withhold recognition in 
accordance with the terms of the Central American treaties of 1923 
which barred recognition of governments set up by a revolution. 
The Government and a protective committee of bondholders in New 
York signed an agreement on June I 5 ) whereby the Government 
agreed that 20% of the customs revenues of 1933 and 1934 was to 
be applied to the service of its external bonds. 

President Tiburcio Carias Andino of Honduras was inaugurated 
on February i, 1933. Honduras met the payments on her external 

debt regularly during the year. 

The Costa Rican Government, which had previously denounced 

the Central American treaties of 1923, announced in December, 

1933, that it would recognize the Martinez Government of Salvador 

early in 1934. The country’s external debt was in default; but the 

interest payments were made through funding bonds. ^ 

President Harmodio Arias of Panama visited President Roose¬ 
velt in the fall of 1933 to work out a solution of the competition 
of the United States Army commissaries with private Htsiness in 
Panama and the repatriation of 50,000 aliens unemployed since tne 
curtailment of Canal work. President Roosevelt agreed to co- 
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operate in eliminating the competition and to ask Congress for an 
appropriation to repatriate the unemployed aliens. The country 
defaulted on the May 15 interest payments due on the $11,000,000 
loans negotiated in 1928 with the National City Bank. Her national 
Government-guaranteed obligations were also in default. 

The lOO-year boundary dispute between Guatemala and Vene¬ 
zuela was settled on January 23, 1933 by a special tribunal of which 
Chief Justice Charles Evans Hughes was chairman. The settlement 
divided the disputed area approximately on the basis of actual 
occupation. Guatemala paid her external obligations through the 

year regularly. 


IV 

SOUTH AMERICAN COUNTRIES 

Brazil took her first step in returning to constitutional govern¬ 
ment since Getulio Vargas assumed the Presidency, after the 1930 
revolution, by electing a Constituent Assembly on May 3, 1933. 
For the first time in Brazil the votes were by secret ballot and women 
voted. Both reforms had been instituted by President Vargas. 
The draft of the new Constitution, completed toward the end of the 
year, included provisions for strengthening the Federal Government 
with a consequent weakening of the states, such as Federal control 
of the state militia, withdrawal of the states’ and municipalities’ 
power to negotiate foreign loans or create state export taxes. While 
the state Governments had agreed in August to a limitation of their 
military powers there was considerable objection to the lessening of 
the states’ powers by advocates of states’ rights. Brazil and the 
United States signed an exchange agreement on June 17 and before 
the year ended had practically completed negotiations for resump¬ 
tion of payments of Brazil’s foreign obligations. 

President Olaya-Herrera of Colombia signed a decree in March 
defaulting on the national bonds and Government-guaranteed agri¬ 
cultural mortgage bank loans in order to finance the country’s 
national defense if the Leticia dispute were prolonged. The budget 
for 1934 was the first passed since 1930, the country having operated 
under an executive budget during the interim. Colombia and the 
United States signed a trade pact on December 15, whereby the 
United States agreed to keep bananas and coffee from Colombia on 
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Continued rumors of revolt in Chile resulted in President Arturo 
Alessandri being granted extraordinary powers in May which were 
continued throughout the year. Censorship of the press was estab¬ 
lished on December 13. Part of the unrest of the country was due 
to the tension between the Republican Militia of 40,000, organized 
to “combat all tyranny, be it Communist, civil or military,” and the 
Fascist group of 10,000. Considerable progress was made during 
1933 in the economic recovery of the country. Foreign trade had 
increased but was far below the 1929 figures. Nitrate exports 
dropped to 5% compared with 35% in 1924. 

President Luis M. Sanchez Cerro of Peru published a new Con¬ 
stitution on April 9, 1933, which made several important changes 
in the 1920 Constitution. Reelection of the President was pro¬ 
hibited before the elapse of five years from the termination of his 
holding office. Voting for all men between the ages of twenty-one 
and sixty was made compulsory. The support of President Cerro 
of the band of Peruvians who seized Leticia in September, 1932, 
resulted in an increasing opposition to his Administration. On 
April 30, as he was reviewing the troops which were being trained 
to fight against Colombia, he was assassinated by a member of the 
radical Alianza Popular Revolucionaria Americana (APRA). Gen. 
Oscar Benavides, commander of the Army and Navy, was elected 
for the remaining three and a half years of President Cerro’s term. 
He pledged the country “a government of peace and accord” and on 
August 9 signed an amnesty bill releasing Victor Raul Haya de la 
Torre, leader of the Apristas, from prison and permitting other 
exiled political leaders to return. 

The Federal courts of Argentina ordered on February 23, 1933 
the release of former President Hipolito Irigoyen of Argentina, 
who had been discovered planning a revolt against President 
Augustin P. Justo in December, 1932. Two months later the ma¬ 
jority of the other instigators of the plot were also liberated. 
Irigoyen died on July 3, and his funeral was attended by a large 
popular demonstration. The state of siege voted by Congress fol¬ 
lowing the discovery of Irigoyen’s revolutionary plot was raised 
on May 2, but a rebellion the latter part of December in four 
provinces instigated by the Radical party led to a state of siege being 
declared again and a strict press censorship being established. 
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Argentina and Brazil signed the Latin American anti-war pact 
proposed by Argentina on October lo. This was signed later by ■ 
Chile, Mexico, Paraguay and Uruguay. Secretary of State Cordell 
Hull at the Pan-American Conference in December pledged the 
adherence of the United States to the treaty, subject of course to 
ratification by the Senate. 

Argentina, Australia, Canada and the United States reached an 
agreement at the London Wheat Conference in August to cut their 
wheat exports during 1933-34 to 560,000,000 bushels. Of this total 
Argentina’s quota was 110,000,000 bushels. The Federal Govern¬ 
ment met the payments on its external obligations during the year, 
but some of the provinces and municipalities defaulted on their 

payments. 

Bolivia was placed at a great disadvantage in securing arms and 
munitions through an accessible route for her troops engaged in 
the Gran-Chaco War when Argentina declared her neutrality and 
closed the Pilcomayo River frontier. Chile, for a time, considered 
withdrawing the use of the ports at Antofagasta and Arica, which 
had been granted Bolivia in the Treaty of 1904, on the ground that 
the treaty did not cover the transportation of arms. The difficulties 
that would be encountered by Bolivia in securing without delay her 
military necessities after the neighboring countries declared their 
neutrality quite possibly was Paraguay’s motive in declaring war 
against Bolivia. The Gran-Chaco War made heavy drains on 
Bolivia, and the 1933 budget showed revenues 4,000,000 bolivianos 
less than the expenditures. Her external debt was in default. The 
rumor that the Standard Oil Co. was financing Bolivia’s Gran- 
Chaco operations was denied. There may have been no more truth 
in the rumor that American bankers had loaned the country $20,- 
000,000 for purchase of arms during the year. 

Ecuador’s President, Juan de Dios Martinez Mera, was removed 
by the Senate on October 18 following an impeachment trial. For 
months Congress had been attempting to force the President to 
resign, largely because of the continued economic depression, but 
he had repeatedly refused to do so. In December Jose Maria 
Velasco Ibarra was elected to succeed President Mera. 

President Gabriel Terra of Uruguay was balked in his effort to 
call a plebiscite on revision of the Constitution of 1917 in the early 
part of 1933 by the two minority parties in the Council. The Presi¬ 
dent maintained that the experiment of delegating the administra- 
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tive duties of the President to a National Administrative Council 
of nine members had been unsuccessful, and on March 31 dissolved 
both Congress and the Administrative Council and appointed a 
junta of eight members to aid him in the government. The follow¬ 
ing month the President and his junta appointed a Deliberative 
Assembly of ninety-nine members to take the place of Congress 
until March i, 1935. On May 14 the junta approved a new Con¬ 
stitution to replace the commission form of Government. The 
President was to be elected for four years, and the Cabinet was to 
include five members from the President’s party and two from the 
party receiving the next highest vote at the Presidential elections. 

Venezuela continued her unique prosperity during 1933. Presi¬ 
dent Gomez, who celebrated the twenty-fifth anniversary of taking 
over the Government on December 23, had succeeded during his 
regime in paying off a foreign debt of $30,000,000, built approxi¬ 
mately 4,000 miles of modern roads and acquired a treasury surplus 
of $13,500,000. Venezuela and Great Britain settled their 250-year 
dispute over the boundary between Venezuela and the present British 
Guiana in March. The settlement was favorable to Venezuela, for 
Great Britain withdrew all claim to gold fields in the disputed area 
and also gave up a small piece of territory awarded to her in 1904 
in an attempt to settle the boundary. Venezuela also resumed 
diplomatic relations with Mexico which had been severed twenty 
years before. 

V 

REVOLUTION IN CUBA 

The unrest and antagonism toward President Gerardo Machado 
y Morales, which had broken out in 1932 and momentarily threat¬ 
ened his Government, took on alarming proportions early in 1933 - 
Though the President attempted to crush the opposition through 
terrorism and to suppress criticism of his Administration by de¬ 
claring martial law, establishing a strict press censorship and barring 
all foreign publications critical of his regime, he succeeded only in 
antagonizing the anti-Government groups still further. The students, 
the ABC and the followers of the exiled political leaders of the 
Conservative party, the Union Nacionalista and the Liberal Miguel 
istas banded together to force the President’s resignation. Throug 
the negotiations of Sumner Welles, American ambassador to Cuba, 
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a plan of mediation was worked out which was accepted by Machado, 
the ABC, the Union Nacionalista, the Liberal Miguelistas and the 
professors. The students and the conservative party refused to 
accept the plan, which called for party reorganization, the election 
of a Constituent Assembly with a subsequent election of a Vice- 
President, and the resignation of Machado. The President never¬ 
theless attempted to avoid his forced resignation by extending 
promises that the electoral laws would be reorganized, the office of 
Vice-President restored and the party reorganized, and by releasing 
145 political prisoners and commuting 150 sentences. Determined 
to rid the country of Machado Dr. Carlos de la Torre, leader of the 
revolutionary junta, threatened a revolt unless he resigned im¬ 
mediately. On August II a group of army officers served an 
ultimatum on Machado to resign and leave Cuba within forty-eight 
hours. Machado fled from the country by airplane and Carlos 
Manuel de Cespedes, son of “the father of Cuban independence,” 
was made Provisional President. The United States and Cespedes 
immediately exchanged diplomatic letters. On September 5 Ces¬ 
pedes was overthrown by a group of enlisted men of the army, and 
Dr. Ramon Grau San Martin, a supporter of the revolt, was made 
President. As Grau was unable to quiet the disturbances in the 
island, the Roosevelt Administration withheld recognition. On 
October 2 there was a revolt against the army officers at the National 
Hotel and a month later a two-day battle in which 300 were killed. 
Riots prevailed throughout the island, partly political, partly eco¬ 
nomic. In addition the country was faced at the end of the year 
by a foreign debt of $156,429,700, an internal floating debt of 
$45,000,000 and an internal bonded debt of over $8,000,000. It 
was evident that the Grau Administration would be of short 
duration. 
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Chapter IV 

THE BRITISH COMMONWEALTH 

OF NATIONS 

I 

ECONOMIC DEVELOPMENTS IN GREAT BRITAIN 

G reat Britain made marked economic recovery during 

1933. There was a firm upward trend in her domestic 
market. Her employment increased steadily during the year, 
the index, based on 1929, rising to 97.5 at the end of the year from 
91.6 in December, 1932. Her exports showed a slight increase over 
the previous year. 

The iron and steel trades were aided materially by the tariff act 
of 1932 and by the increase in demand from railroads, construction 
and automotive trades. The index of production rose from 66.2 
for 1932 to over 84 in the third quarter of 1933. The textile trades, 
particularly the artificial silk industry, made steady advance. The 
Government was still faced by depression in the coal fields, but it 
was expected that the application of the Coal Mine Commission to 
the High Court for compulsory powers might result in coercive 
rationalization of the coal fields and ultimately of other areas. 

Reciprocal trade treaties were concluded with Argentina, Fin¬ 
land, Norway, Sweden and Denmark, which guaranteed minimum 
quotas on certain products either duty free or on particularly favor¬ 
able terms. The treaty with Argentina extended certain priority 
rights to British foreign loan creditors in exchange for a meat 
quota. Great Britain’s exports would have been still greater if it 
had not been for the friction with the Irish Free State, oyer the 
latter’s repudiation of allegiance to the King of Great Britain, and 
the rupture with Russia, caused by the Soviet Government s arrest 
of British engineers on the accusation of sabotage. Early settle¬ 
ment of the quarrel with Russia was evident towards the close of the 
year. The dissension with the Irish Free State continued. 

The gains in the financial and banking records of the country 
paralleled the advance in the industries. Long-term British Govern- 
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merit stocks made a slight advance, industrial preference stocks an 
advance of 11.5% and industrial common stocks a gain of about 
25%. Commodity prices rose slightly. 

II 

THE IRISH FREE STATE 

The determination of President Eamon de Valera to abolish the 
oath of allegiance to the King of Great Britain, called for in the 
Irish Free State Constitution, and his withholding of the land an¬ 
nuities, agreed to in the Treaty of 1921 to reimburse Great Britain 
for loans for land purchases, added greatly to his popularity. Tak¬ 
ing advantage of this situation, he called for general elections foi 
January 24. De Valera’s party, Fianna Fail, made a gain of five 
seats and thus gained a majority of one in the Dail Fireann. This 
gave the Government with the support of Labor a majority of 
fifteen, and President De Valera was reelected. 

On February 28 the Government announced that it would use 
the land annuities, which it had been holding pending a settlement 
with Great Britain. On May 3 the Dail passed the bill abolishing 
the oath of allegiance to the King. In 1932 De Valera had ap¬ 
pointed a little known Republican as Governor-General, thereby 
technically adhering to the Constitution though in reality practically 
nullifying it. The Senate passed three additional measures on 
October 31 curtailing British influence: the transfer of the right 
to recommend Government expenditures from the Governor-General 
to the Executive Council, abolition of the necessity of royal assent 
on bills passed by the Free State Parliament, and cancellation of 
the right of the Free State citizens to appeal to the King’s Privy 
Council in London. The passage of these measures roused J. H. 
Thomas, British Secretary for the Dominions, to make a scathing 
speech in Parliament on the attitude of the Free State. His state¬ 
ment that the Free State was free to order its own affairs prompted 
De Valera to write Thomas asking what action Great Britain would 
take if the Free State decided to withdraw from the Empire. 
Thomas replied he considered the issue was “purely hypothetical.’’ 

The Free State was faced by internal political dissensions 
through the greater part of the year. Gen. O’Duffy, who had 
headed the Civic Guards, the Free State Constabulary, since 1923, 
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was abruptly dismissed to appease the Irish Republican Army 
O’Duffy, who had not participated actively in politics previously, 
became the leader of the Army Comrades Association, a semi¬ 
military group opposed to the Irish Republican Army. Out of the 
Army Comrades Association, O’Duffy organized the Blue Shirts 
as a Fascist group to destroy the “un-Irish” parliamentary system. 
The Blue Shirts, forbidden to parade in August, in commemoration 
of the death of Collins, Griffith and O’Higgins, Irish martyrs, held 
other demonstrations and were outlawed by De Valera. O’Duffy 
consolidated the main opposition groups including former President 
Cosgrave’s Cumann na nGaedheal, with forty-nine seats in the Dail, 
and the Center party, with ten seats, in the newly-formed United 
Ireland Party, and headed the new organization. 

The Irish Free State trade suffered greatly from the British 
embargo, falling from £78,000,000 to approximately £55,500,000 
in the year ending September, 1933. Exports fell off 34% and 
imports 25%. 

Ill 

CONSTITUTIONAL REFORMS FOR INDIA 

The British Government’s proposals for constitutional reforms 
for India were submitted to Parliament on March 17, 1933 in the 
form of the White Paper. The proposals included federation of 
the Indian States and the provinces of British India, a considerable 
measure of autonomy for the provincial governments of British 
India, and Indian responsibility in the central government. The 
latter proposal was more “in principle” than in fact, for powers 
over the army, foreign affairs and economic affairs were retained 
by the Governor-General. On March 29 the House of Commons 
voted to set up a joint Select Committee of Parliament to consider 
the proposals of the White Paper. Hearings by the committee were 
continued throughout 1933. When these are concluded the com¬ 
mittee will present a report incorporating suggested amendments 
to the White Paper. The Government will then bring before 
Parliament a bill embodying its final plans for the new Indian 

Constitution. 

The All-India National Congress, headed by Mahatma Gandhi, 
was opposed to the proposed changes, on the ground that they exten 
British rule for an indefinite period, and refused to cooperate wit 
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the Joint Committee. The Indian Moderates were opposed to 
certain of the proposals but hoped by cooperating with the British 
Government to modify them. On December 6 the Moderates made 
public their demands, which included limitation of the proposed 
safeguards, automatic growth of the Constitution by letting the 
Indian Legislature amend it, and a declaration that dominion status 
is the goal of India’s constitutional development. 

The disobedience campaign of the All-India National Congress 
continued in some degree during the year, but the stern measures 
used by the Governor-General in outlawing the central Committee 
of the Congress nullified its previous effectiveness. Gandhi was 
arrested on August i when he was about to lead a march inaugurat¬ 
ing a continuance of the civil disobedience movement. He was 
released three weeks later, as a result of a fast, and on September 14 
pledged himself not to engage in further civil disobedience acts until 
August I, 1934- During the last months of the year he toured the 
country speaking for the “Untouchables,” drawing the same great 
crowds he has always attracted. 


IV 

CANADA AND NEWFOUNDLAND 

Canada made rapid economic recovery during 1933. The volume 

of her business activity increased 32%, and her industrial production 

rose 43 %. By December i unemployment had been reduced more 

than a quarter since April. Exports jumped $40,000,000. Imports 

declined greatly, due to the increased tariffs imposed by the Ottawa 
Agreements. 

The Royal Commission to investigate the banking structure of 
Canada for the decennial revision of the Bank Act published its 
report on November 12. The Commission recommended the 
creation of a central bank to serve as banker for the Government, 
handle the national debt and control foreign exchange and currency 
and credit policy. This bank would have the sole right to issue 
notes. Prime Minister Bennett supported the proposal as a measure 
for strengthening international financial stability. It was opposed 
by the bankers and many Conservatives. 

• The Cooperative Commonwealth Federation (C.C.F.), an al- 

August, 1932 by the more radical element of the 

^ uoiiier^ 19S4 



32 


THE HISTORY OF NATIONS 


1933 

farm and labor movements, gained ground rapidly during 1933 and 
threatened to hold a balance of power in the next House of Com¬ 
mons. The new party was supported by the militant farm organi¬ 
zations of Ontario, Manitoba, Saskatchewan and Alberta, the 
Trades and Labor Congress, and some of the Left-wing labor 
groups. The C.C.F. advocates socialization of finance and industry, 
a national labor code, a public health service and an extensive system 
of public works, but would retain individualism in the agricultural 

field. 

The Royal Commission of Inquiry to study the economical and 
financial crisis in Newfoundland recommended on November 21, 
1933 that the Newfoundland Parliament be suspended, that the 
island be governed by a British governor assisted by a special com¬ 
mission of six, half Britons and half Newfoundlanders, and that 
the United Kingdom assume supervision of the finances of the 
country. The Newfoundland Government accepted the recommen¬ 
dations, and the British Government passed a bill on December 18 
incorporating these. Newfoundland was the first Dominion of the 

British Empire to lose its status. 


V 


AUSTRALIA AND NEW ZEALAND 

The Premiers’ Plan for reducing the budgets of the Common¬ 
wealth and States was most successful. Internal loans and conver¬ 
sion loans were greatly oversubscribed. The fiscal year ending 
June 30, 1933 showed a surplus of £3,500,000 instead of an ex- 

^"""west^Australia voted nearly two to one in the referendum held 
on April 8 to secede from the Commonwealth. The state resented 
its small representation in the Commonwealth House of Repre¬ 
sentatives and the high protectionist policy of the Federal Govern¬ 
ment. There is, however, no constitutional Fovismn for > 

and it was doubted if West Australia could withdraw from the 

^°"xew" South Wales voted in a referendum on May ^3 t^aMhe 
members of tbe Legislative Council be limited to -ty 
by both houses instead of nominated by the Governor. T 
dnn, ha.l lieen proposed by the Federal Ministry to prevent a rep 
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tition of the virtual dictatorship which had been threatened by 
Premier Lang the previous year. 

The New Zealand Government raised the exchange rate on 
sterling in January in order to help the farmers, who had suffered 
seriously from the continued fall in export prices. Great Britain 
continued to extend the war debt moratorium. The plan for the 
establishment of a central bank, proposed by the Minister of Finance 
Joseph Gordon Coates, was adopted on November 21. This bank 
is to be controlled by the Government, to have the sole right of note 
issue, to receive all the gold of trading banks at the former standard 
price, and to hold all Government balances. The bankers were 
strongly opposed to this plan. 


VI 

THE UNION OF SOUTH AFRICA 

Prime Minister J. B. M. Hertzog and Gen. Jan Christiaan Smuts 
concluded negotiations on March 30, 1933 for a coalition Govern¬ 
ment, including the National and South African parties. Hertzog 
continued as Prime Minister, and Smuts became Minister of 
Finance. The rest of the Cabinet was divided equally between the 
two parties. The Nationalists and South African party won 137 
of the 150 seats in Parliament at the general elections on May 17. 
An early fusion of the National and South African parties looked 
very promising at the close of 1933. 

Friction between South Africa and Germany was threatened in 
the latter half of the year, due to Nazi activities which began in the 
summer in Southwest Africa. 
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WESTERN AND NORTHERN EUROPE 

I 


POLITICAL UPHEAVALS IN FRANCE 


F rance was in a stronger position economically during 1933 
than most other countries. She, however, had serious financial 
difficulties, several strikes, some decline in trade and a succes¬ 
sion of Cabinet upsets. The country’s wool held its own volume, and 
coal declined only 15^0. The Lyons silk industry fell to approxi¬ 
mately half of its 1929 level. The total exports were about half of 
what they were in 1929. The employment situation was far better 
than elsewhere. The registered unemployed were only 330,000 in 
March and had dropped to 236,000 in August. The railways were 
gravely affected by disorganizations, high taxes, competition of 
highways and decline of tourists. This situation was remedied by 
a taw merging two lines and cutting railway taxes more than two- 
thirds. There were two serious strikes during the year. The lock¬ 
out of the Citroen automobile factory in Paris in April, due to the 
employees’ refusal to take a 10%' cut, affected 21,000 workers. 
The majority returned in three weeks on better terms, but 6,000 
refused to accept the concessions and created considerable dis¬ 
turbance. A strike of the men of the rnotor canal boats and of the 
drawn canal boats tied up traffic on rivers and canals north and 


east of Paris for several weeks. , , tt • * • 

Premier Joseph Paul-Boncour, who had succeeded Herriot in 

December, 1932, remained in office only until January 2 , 193T 
He was succeeded by Edouard Daladier, Minister of War. Paul- 
Boncour continued as Minister of Foreign Affairs, and (gorges 
Bonnet became Minister of Finance. The Daladier-Bonnet com¬ 
promise budget, including a reduction of $96,680,000 in p 
and an increase of $106,720,000 from new or ^^^^^ased taxes 

raised vigorous protests. The budget with many ^ 

both Houses on June i but included a deficit o j to 

had been wiped out in the original scheme. France managed 
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remain on the gold standard in spite of the dollar inflation in the 
United States. 

The Daladier Cabinet fell on October 23 due to the salary cuts 
for civil servants included in the budget. The Socialists rejected 
these. Albert Sarraut, Minister of Colonies, headed the same 
Cabinet from October 26 to November 24, when he also fell due to 
the salary cuts. On November 27 Camille Chautemps, Minister of 
the Interior, reorganized the Cabinet. A compromise budget was 
passed by both Houses in December to postpone a Cabinet crisis 
and perhaps inflation. Further measures of revenue or economy 
were to be submitted later. The increased confidence of the people 
in the Government was indicated by a decline in gold withdrawals 
from the Bank of France. 


II 

THE HITLER GOVERNMENT 

Adolf Hitler was appointed Chancellor by President Von Hin- 
denburg on January 30, 1933, with the support of former Chancellor 
Von Papen. The latter was made Vice-Chancellor to act as a balance 
to the radical Hitler, and the new Cabinet included two other Na¬ 
tionalists and three National Socialists (Nazis). But Von Papen’s 
scheme for restraining Hitler was upset very promptly. In his 
radio appeal on February i for support in the elections the follow¬ 
ing month, the new Chancellor promised to wipe out “the fourteen 
years of misrule by the parties of the Weimar coalition” and to 
improve the economic conditions of Germany. Hitler took steps 
immediately to crush the Communists, suppressing their papers, 
forbidding their outdoor meetings and searching the homes of their 
leaders. The Communists were accused of setting fire to the 
Reichstag Building on February 27, and after a long-drawn-out 
trial Marinus Van der Lubbe, a Dutch Communist, was convicted 
and executed. Directly after the fire a stronger attack was made on 
the Communists, 5,000 being imprisoned. 

At the elections on March 5 the Nazis secured 288 seats, a gain 
of 93; the Nationalists, 53 ; Social Democrats, 118, Communists, 81, 
a loss of 19; Centrists and their allies, 91. The Communists were 
excluded by Hitler, thus giving him a small majority. The Nazi 
party controlled all seventeen states. 
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The red-yellow-black flag of 1848 and of Weimar was hauled 
down on March 12 by order of President Von Hindenburg and 
replaced by the imperial red-white-black and the Nazi swastika. It 
was symbolic of the change in rule in Germany. Eleven days later 
the Reichstag passed the Enabling Act, which gave Hitler sole 
authority and empowered him to rule by decree until April i, 1937. 
On April 7 a law was passed establishing governors of the states 


appointed by the Chancellor. 

From April to June the Nazis carried on a terroristic campaign 
against the Jews. A boycott of Jews was started, and Jews were 


dismissed from Government services, the press, universities, moving 
picture companies, and many other concerns. Thousands of Jews 
fled from the country. Rival parties were also attacked. On June 22 


the Social Democratic party was suppressed and forbidden to hold 


meetings. A week later the Democrats were deprived of their 
seats in the Reichstag, and the Hugenberg Nationalists were dis¬ 
solved. An attempt was made to force the German Protestant 
churches to support all of the policies of the Hitler Government. 

The economic conditions in Germany improved considerably 
through the year. On August 15 the registered unemployed num¬ 
bered 4,334,158, approximately 1,000,000 less than a year earlier. 

Germany announced her withdrawal from the League of Nations 
and the Disarmament Conference in the middle of October. 


Ill 

Italy’s couroRATivE system 

The corporative system inaugurated in 1926 was widely ex¬ 
tended during 1933. Mussolini organized the Fascist syndicates 
of employers and workers in seven categories or fields of economic 
activity: industry, commerce, agriculture, banking, land transporta¬ 
tion, professional men and artists. Each field is to be represented, 
as a category corporation, in the National Council of Corporations, 
headed by Mussolini, which will attempt to achieve unity in national 
production. The corporations will act as advisory bodies to the 
Government, conciliate disputes between capital and labor, and regu¬ 
late production costs and wages in their own categories.^ The a 
tional Council of Corporations will be given the legislative powers 
of the Chamber of Deputies, which will be dissolved. 
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Mussolini welcomed Hitler’s rise to power in January, partly 
because the Nazi program and Fascism had many features in com¬ 
mon, and partly because it was hoped that Hitler would cooperate 
with Mussolini in breaking down the alliance of France, Poland 
and the Little Entente which had loomed large since the World War. 
Hitler’s anti-Semitic campaign and attempt to absorb Austria, how¬ 
ever, disturbed Italy, and all cooperation, except in support of Ger¬ 
many’s demands for treaty revision and arms equality, had to be 
postponed. Mussolini proposed on March 19 a four-power (Ger¬ 
many, France, Great Britain and Italy) peace pact. It was signed 
on June 7. 

IV 

SPAIN AND PORTUGAL 

The Government’s reform program alienated the support of sev¬ 
eral important groups. On February, 1933, the large landlords, 
employers and the supporters of the Church formed a confederation 
to seek revision of the Constitution, repeal of the anti-clerical legis¬ 
lation and abolition of land reform. On June 2 the Government 
passed the Law of Religious Congregations, which completed the 
divorce of Church and State decreed in the 1931 Constitution, 
nationalized church property valued at $500,000,000 and barred 
clericals from all educational activities except religious instruction. 
The Vatican protested this law strongly and urged the Catholics 
to take every legal measure to nullify it. 

Internal dissension in the coalition Cabinet of Premier Manuel 
Azana together with the withdrawal of support by President Alcala- 
Zamora resulted in the Premier’s resignation in June. When it was 
found impossible to form a Cabinet without him, he headed a new 
Cabinet. He resigned again in September and was succeeded by 
Martinez Barrios, an Alejandro Lerroux (Radical party) lieutenant. 
At the elections in November and December the Right and Right 
Center parties were victorious. Lerroux returned to power on 

December 19 with a Cabinet composed largely of members of the 
Radical party. 

A national plebiscite on the proposed new Constitution for 
Portugal was held on March 19 and received 95%' approval by those 
who voted. About 40% refrained from voting, and the Govern¬ 
ment ruled that they would be counted as favoring the Constitution. 
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The new Constitution provided for the election of the President by 
popular vote instead of by Parliament and for a Legislature of 
ninety deputies, half to be elected and the other half appointed by 
specified administrative bodies. The Constitution also stated that 
Portugal was a corporate republic. On October 20 President 
Carmona and Premier Salazar announced a program in line with 
this provision of the Constitution. The Government is to include 
a President, elected for seven years, a Council of State, Cabinet, 
National Assembly, Corporative Chamber and Courts of Justice. 

V 

BELGIUM, THE NETHERLANDS AND SWITZERLAND 

Belgium was so disturbed by the rise of Hitler in January, 1933, 
and the seemingly inevitable invasion by the Nazis that she took 
drastic measures for defending her eastern frontier. A loan of 
1,500,000,000 francs was issued on September 13, the largest por¬ 
tion to be allotted to building new forts, purchasing artillery, air¬ 
planes and other armament and maintaining specially trained troops. 

The Belgium Government was also faced with Socialist demon¬ 
strations in the early months of 1933, due to the increase in taxes 
and decrease of unemployment relief. In May the Chamber voted 
emergency powers to the Government to combat this opposition. 

France authorized a loan of $19,520,000 to Belgium in June. 

The Dutch Government cut down the public works expenditures 
early in 1933 to meet the conditions brought about by the economic 
depression. On February 9 the Second Chamber voted against 
some of these curtailments and was dissolved by royal decree. An 
election for a new Second Chamber was held on April 26 and re¬ 
sulted in large gains for the Anti-Revolutionaries. 

Fascism had made such headway in the Netherlands during the 

year that the Government decreed on December 29 that state em¬ 
ployees could not be affiliated with the movement. 

Switzerland was as disturbed as Belgium over Hitler s policies 
and feared that the Nazi demonstrations at the Swiss frontier wou 
soon lead to an invasion of the country. On October 12 the Swiss 

National Council voted to appropriate $5,940,000 for add 
military equipment, and on December 14 voted a military bill tot 

ing about $24,000,000. 
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Marcel Pilet-Golaz, Vice-President, was elected President of 
Switzerland on December 14 by the Federal Council, in accordance 
with the custom of the country to elect the Vice-President as Presi¬ 
dent. War Minister Rudolf Minger was elected Vice-President. 


VI 


SCANDINAVIAN AND BALTIC COUNTRIES 

Unemployment in Denmark had increased so greatly that the 
Government passed a law on January 31 prohibiting all strikes and 
lockouts for a year, calling for shorter hours for labor and providing 
for an extensive public works program. The Government fixed the 
exchange rate of the krone at 22>4 to the British pound, in order 
to help the farmers whose exports had been greatly reduced, and also 
cut taxes and interest rates. 

Sweden adopted a vast public works program in June, estimated 
to cost 288,000,000 kroner and to engage approximately 74,000 
men. The $188,409,900 budget passed earlier in the year was the 
highest since the period following the World War. It provided for 
an increase of 20% in income taxes, an increase in estate levies and 
higher taxes on tobacco and liquor. 

Sweden and Great Britain signed a trade agreement on May 15 
which returned Sweden’s trade to about the same basis as before 
the Ottawa pact was signed by the British Empire. 

Premier Jans F. Hundseid of Norway resigned on February 25, 
following a vote of non-confidence in the Storting. He was suc¬ 
ceeded by former Premier Johan Ludwig Mowinckel, leader of the 
Liberals, who formed a new Cabinet composed entirely of Liberals. 
The Labor party won 69 of the 150 seats in the Storting at the 
elections on October 16, a gain of 29 over the previous election. 
The Conservatives lost 10 seats, and the Liberals, nine. 

The Finnish Parliament passed a law early in 1933 prohibiting 
political parties from establishing military organizations. This was 
aimed particularly at the Nazis and Fascists who had been spreading 
propaganda in Finland for two years. The Fascists won only 2 of 
the 200 seats in the Diet elections on July i, and the Nazis none. 

Estonia approved constitutional reforms in October, which pro¬ 
vided for popular election of a President for a four-year term and 
reduction of the State Assembly from one hundred to fifty. 
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CENTRAL EUROPE AND THE BALKANS 

I 

AUSTRIA, HUNGARY AND CZECHOSLOVAKIA 

T he loan from France and her allies to Austria of more 

than $40,000,000, negotiations for which had started in 
December, 1932, was finally completed on August 10, 1933. 
The loan was conditioned on the continued separation of Austria 
and Germany for a period of twenty years. Economic conditions 
in Austria were very critical. Yet this situation was almost over¬ 
shadowed by the threatening policy of Hitler. Nazis threw bombs 
in Vienna several times in June, and drastic action was taken against 
the Nazi party. Its papers were suppressed, and its insignia for¬ 
bidden. More than 1,000 were arrested. The demonstrations con¬ 
tinued throughout the year. The Catholics, who total almost 95% 
of the Austrians, were urged by their bishops in special messages 
read in their churches on December 24 to support Chancellor 

Dollfuss. 

The Hungarian Government showed a strong tendency during 
1933 transfer its interests and sympathies from France, Hun¬ 
gary’s main creditor, to Italy. In May when the Nazis threatened 
Austria, the Hungarian Legitimists urged the restoration of the 
Habsburg Otto II. But Premier Julius de Gombos was opposed to 
this suggestion. The Fascist movement made great gains in Aus¬ 
tria, numbering more than 100,000 in April. 

Czechoslovakia, Rumania and Yugoslavia agreed on February 
15, 1933 to expand their alliance, the Little Entente, into a per¬ 
manent organization for the promotion of peace, expansion of trade 
and stabilization of Central Europe. Each country pledged itselt 
not to sign a treaty with any other power without the sandion 0 
the entire Entente. A permanent council composed of the 
Ministers of the three countries was set up. The Little Enten e 
and Poland protested on April 24 the revision of the peace treaties 
and the four-power conference of France, Germany, Grea ri 
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and Italy proposed by Mussolini. The Little Entente withdrew its 
objections on the assurance of France that the smaller powers would 
be safeguarded in the proposed four-power treaty. 

Nazi activities were extensive in Czechoslovakia, and the Su¬ 
preme Court passed down a decision in October that the Nazi party 
in Czechoslovakia was working toward annexation of a part of the 
country by Germany. The party, learning that the Government 
was about to dissolve it, announced its own dissolution. 

II 

POLAND AND GREECE 

Poland’s new Constitution officially announced in December, 
1933, delegated to the President power to appoint the Premier, the 
President of the Supreme Court and the commander-in-chief of the 
army; to dissolve Parliament and to veto any of Parliament’s acts; 
to impeach members of the Cabinet and to nominate his own suc¬ 
cessor. A second candidate may be selected by the Assembly of 
Electors. The President is elected for seven years. The Sejm is 
to be elected by popular vote for a five-year term. One-third of the 
Senate will be appointed by the President, and the others elected by 
a specially selected electorate. 

Poland and Germany, after several months of strained relations, 
reached an agreement in May that future differences would be 
settled in friendly discussions. On November 15 the two countries 
renounced the use of force in their mutual relations. Poland signed 
a peace pact with Soviet Russia in July and an agreement with the 
Free City of Danzig in August guaranteeing Danzig 45%' of 
Poland’s shipping, and greater educational rights to Poles in the 
Free City. 

The coalition Cabinet of the Greek Premier, Panayoti Tsaldaris, 
was overthrown on January 13, 1933 by the Chamber of Deputies, 
on the charge that it was planning a Royalist dictatorship and had 
adopted a foreign debt policy which would result in still further 
depreciation of the drachma. Former Premier Venizelos headed 
a temporary Cabinet and called for elections on March 5. The 
Royalists were victorious, but were temporarily prevented from as¬ 
suming the Government by Gen. Nicholas Plastiras, leader of the 
Greek army which deposed King Constantine in 1922, who declared 
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a dictatorship. He was overthrown in eighteen hours, and Premier 
Panayoti Tsaldaris formed a new Cabinet. Greece signed a lo-year 
amity and non-aggression pact with Russia and Turkey on Sep¬ 
tember 14. Greece and the United States had concluded an extra¬ 
dition treaty, but the Greek courts ruled that Samuel Insull, former 
Chicago utilities magnate who had taken up his residence in Athens, 
could not be extradited. The United States denounced the treaty, 
and in December the Greek Government decided to deport Insull. 
He was granted an extension of his stay because of ill-health, but in 
March, 1934, was forced to leave the country. 

HI 


THE BALKAN STATES 


Premier Julius Maniu of Rumania resigned on January 12, 1933 
due to friction with King Carol and was succeeded by former 
Premier Alexander Vaida-Voevod. He resigned on November 12, 
failing to come to an agreement with the King on Government 
policy and was succeeded by Ion G. Duca, leader of the Liberals. 
Duca dissolved the anti-Semitic Iron Guard, a Nazi organization, 
and arrested over 1,500 when the group refused to disband. On 
December 29 he was assassinated by a member of the Iron Guard. 
Constantin Angelescu, Minister of Public Instruction and deputy 
leader of the Liberals headed the Cabinet for five days and then 
resigned He was succeeded by Minister of Commerce George 


Tatarescu, a Liberal. . , t 1 1 • 

Yugoslavia was brought into conflict with Italy early in 1933 

owing to the latter’s attempt to force a customs union on Albania. 
The Yugoslavian Government warned Italy on January 2 that she 
was opposed to this. Albania’s refusal to enter into the union pre¬ 
vented an open break between the two countries. The internal 

dissension in Yugoslavia continued throughout the year. ^ 

In an attempt to check the Communistic wave in Bulgaria, Par¬ 
liament unseated thirty members of the Independent Labor party 
formerly a Communistic organization, and voted to exclude the party 
from elective offices and public employment. Bulgaria ’’enewed 
five vears her treaty of friendship with Turkey but would not join 
the Balkan alliance of Greece, Rumania, Turkey and ugosavia. 
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Chapter VII 

SOVIET RUSSIA AND ASIA 

I 

UNION OF socialist SOVIET REPUBLICS 

O N January 7, 1933 Secretary Stalin reported that the first 

Five-Year Plan had attained 93.7% of the objectives. This 
was clearly an over-optimistic view, but it was true that 
Russia had doubled her industrial equipment, illiteracy was practi¬ 
cally abolished, and the health service vastly improved. 

Stalin adopted stricter discipline early in 1933 to enforce the 
second Five-Year Plan. Over 200 officials of the Government, the 
Russian Communist party and industry were arrested. Some were 
shot for taking bribes or giving false information about the grain 
crops. An investigation was carried on by the Control Commission 
of practically all the 2,000,000 members of the Communist party 
and 750,000 were dropped. The inhabitants of three villages in 
south Russia, numbering about 4,500, were exiled to the barren 
north without their possessions for failure to cooperate with the 
grain program. By the end of the year a cereal crop of 3,300,000,000 
bushels was reported, a gain of 725,000,000 over the previous year. 
Exports, which had run as low as $100,000,000 below imports a 
year, during the first seven months of 1933 reached $20,000,000 
more than the imports. It is expected that the second Five-Year 
Plan will double the basic industries, drop the prices 50% so as to 
double the standard of living, improve the technical training and 
increase by 50% the school and university students. 

Maxim Litvinoff, Commissar for Foreign Aflfairs, succeeded in 
signing non-aggression pacts with eleven countries during the sum¬ 
mer. Relations with Great Britain were strained by the arrest in 
March of six British officials of a turbine engine company in 
Moscow on the charge of sabotage. Great Britain attempted to 
intervene, and not being successful boycotted goods from Russia. 
The latter country retaliated by boycotting British goods. Trade 
relations were renewed in July, when the British officials were 

©Collier, 1934 jq 



THE HISTORY OF NATIONS 


41 

1933 

returned to Great Britain. In November Litvinoff visited President 
Roosevelt at the latter’s invitation, and diplomatic relations between 
Russia and the United States were established on the i6th. Russia 
agreed to refrain from Communist propaganda in the United States 
and guaranteed religious freedom to American citizens in Russia 
While Russia continued to support a peace program, she nevertheless 
increased the Red Army somewhat. There were 600,000 in the 
standing army and 900,000 recruits being trained annually. 

II 

JAPAN AND CHINA 

Japan notified the League of Nations on March 27 that she 
would withdraw after the two-year period during which she must, 
in accordance with the League Covenant, fulfill her obligations to 
the League. “Irreconcilable divergence of views” due to the “pro¬ 
found differences of opinion” between Japan and the League over 
Manchukuo was given as the reason for withdrawal. The League 
Assembly on February 21 had announced that the seventeen-months 
effort to conciliate the differences between Japan and China had been 
unsuccessful. Three days later the Assembly voted 42 to i to 
accept the report of the League Committee of Nineteen which 
recommended that no League member recognize Manchukuo and 
that the dispute would have to be settled on the basis of the Lytton 
Report, the League Covenant, the Paris Pact and the Nine-Power 
Treaty. Japan announced on April i that she would retain posses¬ 
sion of her mandates. 

Japan conquered Jehol down to the Great Wall in the first five 
months of 1933. On May 30-31 the Japanese and Chinese generals 
signed a truce. The Chinese forces were to withdraw to the west 
of a line a few miles east of Peiping and Tientsin, and the Japanese 
forces were to withdraw behind the Great Wall. The area between 
was to be demilitarized but open to Japanese inspection. Koki 
Plirota, who became Minister of Foreign Affairs on September 14, 
announced that he wanted to restore friendly relations with China. 

Japan and Russia became involved in a dispute early in the year 
over the Chinese Eastern Railway. Manchukuo had claimed the 
Chinese half interest in the line, the other half being held by Russia. 
Jajian entered into negotiations to purchase Russia’s interest in the 
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railway, but the two countries were unable to arrive at a compromise 
figure for purchase. 

The military policies of Japan in Manchukuo were questioned in 
the Diet; but the Seiyukai party, which had a majority, was averse 
to a struggle with the military and naval leaders of the Saito 
Cabinet. The high budget was protested by the financiers, and the 
stocks fell so sharply in Tokyo that the exchange was closed on 
February 15. There was little demand for Japanese bonds in the 
foreign markets, and the Japanese public was unwilling to purchase 
any new bonds. 

Japan made notable commercial gains during the year. For 
example, Japanese cotton textile exports in the first eight months 
of 1933 exceeded those of England, and in production of rayon 
cloth Japan moved from fourth to second place. 

Sato intimated at the Geneva Disarmament Conference, on May 
25, that Japan would demand a lo-io-io ratio at the Naval Con¬ 
ference of 1935. On December 2 the Japanese navy men announced 
a budget of 2,000,000,000 yen. 


Several weeks after the truce between Chinese and Japanese 
troops at Jehol, Gen. Feng Yu-shiang, governor of the Chinese 
province of Chahar, west of Jehol, attacked the Japanese and cap¬ 
tured Dolon Nor, 150 miles north of Peiping. Nanking sent 60,000 
soldiers against him, and Feng evacuated Dolon Nor. 

The Communist movement gained headway in Szechwan and 


Kiangsi in the latter part of the year. The Nanking and Canton 
forces and the 19th Route Army cooperated in July against the 
Communists in Kiangsi and Fukien. Gen. Chiang, with 80,000 
men, heavy artillery and airplanes, crossed the northern border of 


Fukien on November 28, then pushed down the Min River to 


Foochow, where the Communist movement was centering, and 
bombed the city. 


The Minister of Finance, Dr. T. V. Soong, secured an American 
loan in June of $50,000,000 at 3% to apply to the purchase of 
American cotton and wheat in the proportion of four to one. This 
came too late to lift the famine in Shensi and cannibalism appeared. 
Some 3,000,000 had starved in that province since 1928. Over 
4,500,000 were driven from Shantung and Honan in August when 
the Yellow River overflowed. Soong, who had been Minister of 
Foreign Affairs almost continuously since 1927, resigned on October 
28, as a sequence to his opposition to Japan and Gen. Chianff’s 
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military expenditures. He was succeeded by his brother-in-law 
Dr. H. H. Rung. 

III 

THE TURKISH REPUBLIC 

Turkey demanded at the Disarmament Conference at Geneva in 
March, 1933, a revision of that part of the Treaty of Lausanne 
which banned militarizing of the Bosporus Straits. She had pro¬ 
tested vigorously, when the treaty was being negotiated, the inclusion 
of this Straits convention on the ground that it infringed on her 
sovereign rights, but was overruled by the other signatories of the 
treaty. In this demand for a revision of the Treaty of Lausanne, 
Turkey was following the lead of Germany and Italy in their 
demand for the revision of the Treaty of Versailles and other 
treaties. 

The Government engaged a number of American experts in the 
spring of 1933 to reorganize the entire economic system of the 
country. As a result of the survey of these experts in cooperation 
with Premier Ismet Pasha and Minister of Economy Djelal Bey, 
a five-year industrialization plan was worked out for Turkey. This 
was announced by the Council of Ministers on January 9, 1934, 
as being a plan to transform “an economically backward and primi¬ 
tive agricultural nation to one of the most highly cultured nations 
of the world.” 

The Government decreed in January, 193 3 - that the United 
States could in the future export goods to Turkey equal to Turkish 
exports to the United States, free of quota restrictions. Turkey 
signed a non-aggression pact with Soviet Russia on July 3, a ten-year 
' non-aggression pact with Greece on September 14 and a treaty of 
friendship with Rumania on October 17. She renewed for five years 
her treaty of amity with Bulgaria on .September 22 and her treaty of 
neutrality with Plungary a month later. 
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Chapter I 

GENERAL WORLD CONDITIONS—1934 


I 

WORLD PEACE 

O UTBREAK of war threatened the world during the larger 

I part of 1934. The tension between countries was so great 
at times that a single incident, like the Sarajevo assassina¬ 
tion which started the World War, might well have brought about 
a new war. The assassination of King Alexander of Yugoslavia at 
Marseilles on October 9 was a similar incident, but fortunately 
Hungary, which Yugoslavia held responsible for the murder, and 
Yugoslavia were willing to submit their charges to the League, and 
a settlement was reached on December 11. 

The Disarmament Conference which opened at Geneva on Feb¬ 
ruary 2, 1932, reached an impasse in October, 1933, with the with¬ 
drawal of Germany from the Conference and the League of 
Nations, from which it seemed unlikely to recover. Most of the. 
larger nations proceeded to build up their military forces. The 
German military budget for 1934-35 was increased 350,000,000 
marks. 

The assassination of Chancellor Dollfuss of Austria on July 25 
at the instigation of Nazis who desired the union of Austria and 
Germany led to a new alignment of nations. Great Britain, France 
and Italy at the end of the year were working on a program of 
security designed to preserve the independence of Austria and to 
strengthen guarantees against aggression in Western Europe. 

The Balkan and Baltic Pacts eased the situation in Eastern 
Europe. The Balkan Pact, signed on February g, by Turkey, 
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Greece, Rumania and Yugoslavia, provided, for ten years, for a 
united stand against aggression by any other country, refraining 
from aggression on each other, settlement of differences in the 
Balkan states by arbitration and for common consent of the signers 
of the pact to any political obligations towards other Balkan states. 
Bulgaria and Albania did not sign the Balkan Pact. Estonia, 
Latvia and Lithuania reached an agreement upon a Baltic Pact on 
July 9. The latter two countries made additional agreements for 
an alliance. 

An attempt was made in July to work out the Eastern Locarno 
Pact for the Baltic states, Soviet Russia, Germany, Poland and 
Czechoslovakia. Germany and Poland, however, refused to become 
a party to the Pact. The proposed Mediterranean Locarno Pact 
for Italy, Yugoslavia, Greece and Turkey had not been accepted 
up to the end of the year. 

Russia extended her non-aggression pacts with Estonia, Latvia 
and Lithuania for ten years. The non-aggression pacts with Poland 
and Finland were similarly extended. 

Germany and Poland ratified a ten-year amity pact on February 
24, in which they emphasized the fact that peace between the two 
countries was essential not only to themselves but also to Europe. 
A political agreement for consultation and economic accords was 
signed by representatives from Austria, Hungary and Italy on 

March 17. 

The Roosevelt Administration, following up its declaration of 
good neighbor policy, removed the last American marines from 
Haiti on August 15. Financial control will also be relinquished 
as soon as the Haitian Government has retired the bonds held by 

Americans. 

The United States and Cuba signed a treaty of political relations 
on May 29. This treaty replaced the Platt Amendment and abro¬ 
gated the Treaty of 1903 except for the provision for United States 
naval or coaling stations at Guantanamo. A commercial treaty 
signed August 24 replaces the reciprocity treaty of 1902 and pro¬ 
vides for reduced and preferential tariff rates. ^ The Martinez Gov¬ 
ernment of Salvador was recognized by the United States and other 
Central American states in January. The Philippine Legislature 
on May i signed the Tydings-McDuffie Independence Act, a modi¬ 
fication of the Hawes-Cutting Act which the Filipinos had refused 

to accept. 
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II 

INTERNATIONAL CONFERENCES 

Another progressive step was taken in the control and regulation 
of basic commodities of international trade by the conference of 
rubber producers in April in an international agreement. (An 
earlier step in this direction had been taken in 1931 at the Inter¬ 
national Sugar Convention.) Following the agreement of April 
an international accord was signed on May 7 by five countries, 
Great Britain, France, India, the Netherlands and Siam, controlling 

plantings, export quotas and prices until 1938. 

Forty-eight states were represented at the meeting of the Inter¬ 
national Labor Conference at Geneva in June. The Conference 
invited the United States to membership, and the United States 
accepted on August 20. The Conference adopted several important 
measures: prohibition of night work or underground work for 
women, workmen’s compensation for occupational diseases and 

maintenance of immigrants’ pension rights. 

An important meeting of the members of the gold bloc—France, 
Italy, Belgium, Poland, Switzerland, Luxembourg and the Nether¬ 
lands—was held at Brussels in October to determine the best 
methods for improving their financial condition. 

The first International Congress on Educational and Instruc¬ 
tional Cinematography, with forty countries represented, was held 
in Rome in April. Resolutions were adopted regarding the use of 
motion pictures in education and physical instruction and to offset 
the effects of undesirable pictures on children. 

Other international conferences held during 1934 included the 
Pan-European Economic Conference in Vienna in May, with repre¬ 
sentatives from twenty-one countries; the Industrial Property Con¬ 
ference at London in May, with thirty-nine countries represented; 
the International Conference on Progressive Education at Johannes¬ 
burg and Capetown in July, and the Radioelectricity Congress at 
Warsaw in April. 

The agreement on the marketing of silver negotiated at the 
World Monetary and Economic Conference held at London in 1933 
has been ratified by the seven participating nations; the United 
States, Australia, Canada, China, Spain, India and Mexico. 

Little progress was made during 1934 in broadening the agree- 
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ment for marketing sugar or for agreement regarding the aunfas 
and acreage of wheat. 

Ill 

WORLD ECONOMICS 

The upswing of recovery witnessed near the close of 1933 was 
of short duration. World prices (in gold) continued to decline in 
1934, unemployment was near its peak in many countries, and 
unbalanced Government budgets were general. Agricultural over¬ 
production continued in spite of curtailment of crops and severe 
droughts in America and Europe. 

The gold bloc countries, France, Belgium, Switzerland, Italy and 
Germany, suffered all the usual difficulties of the depression, even 
the danger that several of its members would be unable to maintain 
the gold standard except by severe economy and deflation. The 
deficit in Italy’s trade rose 50% during 1934. The Treasury de¬ 
cided in November to require all Italians to report their holdings 
of balances abroad, and in December they were forced to turn these 
balances over to the Government in exchange for paper lira. Ger¬ 
many made progress in finance, industry, employment and domestic 
trade but not in foreign trade or gold reserves. The German Gov¬ 
ernment in June announced a moratorium on the transfer of either 
interest or principal of both long and intermediate term indebtedness. 
Exceptions were made later of the United States and England. 
France experienced her most difficult year of the depression period. 
Unemployment reached a new high. 

The sterling bloc countries, the United Kingdom, the Dominions 
and the Scandinavian countries, were more fortunate than those 
which remained on the gold standard. The smaller ones achieved 
some industrial recovery. Prices rose slightly, production increased 
and unemployment decreased. Great Britain maintained the im¬ 
provement of the preceding year, but did not make any advance 
during the second half of 1934. 

The United States stabilized the dollar by fixing its gold content 
at 59.4% of its former amount. In September the Treasury lifted 
the embargo which President Roosevelt had placed on all gold 
exports on April 19, 1933. In August, 1934, silver was nationalized 
by Presidential proclamation. The Federal debt, due to extensive 
relief projects, increased $3,374,000,000 in the first ten months of 
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the year. It was estimated that the public debt at the end of the 
1934-35 fiscal year would be over $34,239,000,000, a new peak in 

the history of the nation. 

In spite of all efforts of the Government to instill confidence in 
the minds of the American public in the upturn of economic condi¬ 


tions, there was evident a continued uncertainty which discouraged 
large industrial expansion. Although there were excess reserves of 
$1,600,000,000 (in December) and money rates were very low, 
there was little demand for loans for business developments. Pro¬ 
duction as a whole fluctuated during the year, rising from 73 in 
December, 1933, to 86 in May, dropping to 69 in September, and 
rising to 74 in November. There were a number of lines, however, 
in which production was considerably lower. Employment, too, 
fluctuated. At the beginning of 1934 there were (American Federa¬ 
tion of Labor figures) 11,755,000 unemployed. This number was 
reduced to 10,500,000 at the end of the year, a larger number, how¬ 
ever, than the year before. There were many strikes during the 
year, some over wage increases but more over Section 7 (a) of the 


NIRA. 


Agricultural conditions improved somewhat during the year. 
Crops were reduced nearly a quarter by Federal control and the 
severe droughts from May to the middle of August, and the farm 
income increased 16% over that of 1933. The exports for 1934 
were about 6% higher, and imports 17% above the year before. 

The South American countries recovered sufficiently financially 
so that a basis for increased trade was prepared. In three countries, 
Argentina, Brazil and Chile, free markets for exchange were devel¬ 
oped in addition to the official ones. Production increased in many 
countries. Wholesale prices rose in Argentina by 15%, in Mexico 
5%, in Peru 5% and in Chile 2%. 

China seems to be approaching a solution for her currency 
problems by attaching herself to the sterling bloc, but Japan may 
experience difficulties before stabilization is achieved. In October 
the Chinese Government levied a tax on silver which brought the 
value of the Chinese National Dollar into line with sterling. The 
value of currency in Japan declined steadily during the year, falling 
10% below the average of 1933. Production increased and foreign 
trade was slightly higher. In China the fall of prices which the 
country had faced for a number of years was checked and there 
was an upward turn from April to August, followed, however, by a 
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fall. The country was unfortunate, too, in its decline in foreign 
trade. 

The year 1934 saw few efforts to remove the barriers to inter¬ 
national trade. The United States and Finland signed a treaty in 
February granting most-favored nation treatment. In June Presi¬ 
dent Roosevelt was authorized by the Senate to negotiate interna¬ 
tional agreements providing for reductions in tariffs. The United 
States sig:ned a treaty with Cuba in August, giving the latter country 
preferential tariffs on sugar, rum and tobacco. The United States 
in turn received tariff reductions on agricultural and manufacturing 
products exported to Cuba. Japan and India signed a trade agree¬ 
ment in January pertaining to raw cotton and cotton textiles. The 
protocol of the Commercial Convention between Italy, Austria and 
Hungary was announced in March. Offsetting the favorable aspects 
of international trade relations during the year, however, were the 
moratorium declared by Germany on her long and medium term 
debts; Germany’s restrictions on foreign exchange; the failure of the 
Agricultural Conference on Wheat, to arrange terms for continuance 
of the 1933 pact, an agreement by the wheat producing and wheat 
consuming countries for the organization of production and trade 
in wheat; the increase in national self-sufficiency; the abrogation 
of agreements on quotas; the Japanese monopoly in oil in Man- 
chukuo, and withdrawal by a number of countries from the tariff 
truce of 1933. 

On the whole, 1934 brought, not recovery, but financial stability 
to most countries. If this stability could be assured and barriers 
to foreign trade could be broken down, the basis for real recovery 
in 1935 would be prepared. 

IV 

ACHIEVEMENTS IN AVIATION 

The most outstanding event in aviation in 1934 was the 11,323- 
mile race from England to Australia for the Sir MacPherson Rob¬ 
ertson cash prizes totaling $73,000 and $2,000 gold trophy. Twenty 
planes of the sixty-six originally entered started from England on 
October 20. The speed and handicap races were both won by 
C. W. A. Scott and T. Campbell Black of Great Britain, who made 
the flight in 71 hours with an average flying speed of 176 m.p.h. 
As only one prize was permitted them under the rules for the race, 
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the men chose the speed prize, $50,000 and the gold trophy. K. D. 
Parmentier and J. J. Moll of the Netherlands, who came in second 
in both events, were awarded the first handicap prize of $10,000. 
Col. Roscoe Turner and Clyde Pangborn of America who came 
in third in the speed race were awarded the second speed prize of 
$7,500. The third prize of $2,500 was given to Lt. Cathcart Jones 
and Ken Waller of Great Britain, who came in fourth, and the 
second handicap to Charles Melrose. 

A new woman’s solo flight record from England to Australia 
was made May 8-23 by Jean Batten of New Zealand. She made the 
flight in 15 days, 23 hrs., 45 min. 

The first west to east crossing of the Pacific Ocean was made 
October 20-November 4, by Sir Charles Kingsford-Smith and 
Capt. P. G. Taylor. The 7,365-mile flight from Brisbane, Aus¬ 
tralia, to Oakland, Calif., was made in 51 flying hours. 

The first Canada to England trans-Atlantic flight was made by 
James Ayling and Leonard Reid August 8-9. The aviators made 
the non-stop flight of 3,500 miles in 30 hrs., 51 min. 

Capt. Francis Lombardi and Count Franco Mazotti, with two 
mechanics, flew across the South Atlantic, January 28-29. They 
started from Rome, and flew to Fortaleza, Brazil, where they 
crashed. The 1,650-mile flight was made in 13 hrs., 5 min. 

A non-stop flight from Paris to New York was made by Paul 
Codos and Maurice Rossi of France, May 27-28. The 3,610-mile 
flight was made in 38 hrs., 27 min. They were the first aviators to 
make both the east and west non-stop flights over the North Atlantic 
from continent to continent. 


A new non-stop seaplane record was established by Capt. Ger¬ 
main Bonnot of France with his crew of five January 1-4, in their 
flight from Befre, France, to St. Louis, Senegal. They made the 
2,010 miles in 18 hrs., 17 min. 


A new world record for over-water formation flying was made 
by the Patrol Squadron lo-F led by Lt. Commander Knefler Mc¬ 
Ginnis of the United States January lo-ii. The six seaplanes of 
the squadron flew from San Francisco to Honolulu, a distance of 


2,408 m'iles, in 24 hrs., 45 min., a new speed record. 

Several new speed records were made during 1934. Lt. Fran¬ 
cesco Agello of Italy made a new world record of an average of 
440-29 m.p.h. over a measured course above Lake Garda October 23. 
James R. Wedell of the United States made a new land plane 
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record February 15, over a loo-kilometer course at New Orleans 

La., of an average of 266 m.p.h. This record was beaten on May 

24 by Raymond Delmotte of France with an average of 26806 
m.p.h. 

The speed record in the unlimited class at the United States 
National Air Races held at Cleveland, O., was won by Doug Davis 
of Georgia, with 306.215 m.p.h. Col. Roscoe Turner came in 
second with 295.465 m.p.h. Roy T. Minor of California won the 
500-cu. in. displacement class with 243.145 m.p.h., and Lee Miles 
of California the 375-cu. in. displacement class with 233.44 m.p.h. 
Col. Roscoe Turner won the Thompson Trophy race with an aver¬ 
age speed of 248.129 m.p.h. Doug Davis won the Bendix Trans¬ 
continental speed dash with 216.237 m.p.h. 

Wiley Post of the United States was awarded one of the Har¬ 
mon International Trophies for 1933 for his world flight in that 
year. Dr. Hugo Eckener of Germany received the international 
dirigible award; T. G. W. Settle an award for his 58,000-ft. 
stratosphere balloon ascension. Mme. Maryse Hiltz of France won 
the international award for women fliers for her solo flight into 
Asia and back. Mrs. Anne Morrow Lindbergh was awarded a 
National Trophy as the outstanding woman aviator for her flight 
around the Atlantic Ocean with her husband, Col. Lindbergh. 
Another National Trophy was awarded Commander C. E. Rosen¬ 
thal of the United States Navy. 

Marked progress was made in transport airplane flights in 1934. 
The Sikorsky S-42, the first of the amphibian planes of the new 
Pan-American Airways fleet, was given its final test flight on 
August I by Col. Lindbergh and Capt. Boris Sergievsky, and broke 
the world record for transport seaplane flight. Fifteen days later 
the seaplane started on a good will tour of South America. 

Overnight transcontinental passenger service between New York 
and Los Angeles was started August i; the first transport plane, 
Sky Chief, making the trip in about 18 hours. 
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Chapter II 
THE UNITED STATES 

I 


THE NEW DEAL 


A LTHOUGH there were increasing criticism and opposition to 
/\ the New Deal during the year, Roosevelt’s popularity and 
jL leadership were little affected. Roosevelt continued to hold 
the whip hand over Congress, and with but one exception Congress 
did his bidding. On March 28 it passed over his veto the Inde¬ 
pendent Offices Appropriations Act, which increased the pay of 
Federal employees and restored liberal benefits to veterans. This 
added approximately $228,000,000 to the Federal budget. 

The November elections resulted in an overwhelming victory for 
Roosevelt. The Democrats elected or reelected 24 Governors and 
25 Senators, the Republicans 7 Governors and 6 Senators. The 
Democrats gained nine seats in the Senate, thus being assured of 
69 seats, and gained 13 seats in the House, giving them 322 seats. 
The seven states which elected Republican Governors were Cali¬ 
fornia, Kansas, Michigan, New Jersey, New Hampshire, Vermont 
and Maryland. The Progressive Party elected Philip La Follette 
Governor of Wisconsin, while the Farmer-Laborer Party reelected 
Floyd B. Olson Governor of Minnesota. 


H 

ECONOMIC AND FINANCIAL CONDITIONS 

The new year opened with encouraging indications that the 
economic depression which had started in 1929 was yielding. The 
Roosevelt Administration had inaugurated unprecedented measures 
to stimulate recovery. The vast public works program had given 
work to 700,000 unemployed. The Civil Works program had put 
4>ooo,ooo to work. The Citizens Conservation Camps also pro¬ 
vided employment for many thousands of men. Unemployment 
was, therefore, for a time reduced. Buying power was increased: 
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Stock exchange prices recovered. Industrial production showed 
signs of recovery; commodity price averages rose. 

The first half of the year fulfilled much of the expectation of 
recovery. But any considerable expansion in industry was checked 
by uncertainty of capital over the various financial experiments of 
the Government, over the measures of the NRA and the steadily 
increasing deficit of the Treasury caused by the relief program 
expenditures. The Loans-to-Industry Act (June 19) provided for 
banks to make loans up to $580,000,000 to industries unable to get 
loans in any other way. It w^as expected that this would invite 
industrial expansion, but up to the end of the year there had been 
little response to the Act. While labor was to some extent being 
reemployed, it was through artificial measures rather than due to 
any natural upturn of business. There was no indication that Con¬ 
gress would block any of the Administration’s economic or financial 
programs. 

To offset the large recovery and relief expenditures, the Govern¬ 
ment levied a number of new taxes. The Liquor Taxing Act 
(January ii) levied taxes on beer, wine and distilled spirits and 
amended the Reed Law of 1917 to permit publications carrying 
liquor advertisements to circulate in dry states. The Revenue Act 
of 1934 (May 10) introduced increased taxes on income, capital 
gains and losses, capital stock, estates, gifts and personal holding 
companies. 

Agricultural conditions in 1934 showed some improvement over 
the previous year. Progress was shown in the reestablishment of 
agricultural prices at a level to give them a purchasing power equiva¬ 
lent to that of these commodities in the base period of August, 
1909, to July, 1914. Crops were still curtailed drastically. The 
Bankhead Cotton Act (April 21) limited the total crop of cotton 
to 10,000,000 bales and laid a tax on any excess. Wheat planting 
for 1933-34 was cut down approximately 7,600,000 acres. Corn 
acreage was reduced 20%, and hog litters reduced 25%. Approxi¬ 
mately $506,000,000 had been paid the farmers for curtailment of 
their crops up to Nov. 23, 1934. The original seven basic commodi¬ 
ties listed in the Agricultural Adjustment Act, wheat, cotton, field 
corn, hogs, rice, tobacco, and milk and its products, were extended 
to include beef and dairy cattle, peanuts, rye, barley, flax and grain 
sorghums by the Jones-Connally Farm Relief Act (April 7) 
sugar beets and sugar cane by the Costigan-Jones Sugar Act (May 
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o) The latter Act allotted 1,550,000 short tons of beet sugar and 
260,000 tons of cane sugar to United States producers and the 
balance of the 6,452,000 short tons consumed by the United States 

to American insular possessions and Cuba. 

The NR A had succeeded by July in getting 90% of the indus¬ 
trial employment sources operating under the NRA economic codes. 
Nevertheless the NRA received increasingly severe criticism during 
1934 on the industrial codes and the way they were being adminis¬ 
tered. The Government attempted to force recalcitrant companies 
to abide by the NRA codes, one of the best known cases being the 
Weirton Steel Co., against which the Government filed a brief 
asking an injunction on practices alleged to be in violation of Section 
7(a) of the NIRA in December. The decision was still pending at 
the end of the year. Senators Borah and Nye complained that the 
codes were driving the small manufacturers out of business. As a 
result the President created a National Recovery Review Board 
headed by Clarence Darrow, the veteran lawyer, to investigate the 
situation. The Board’s report, rendered May 4, made a severe 
attack on the NRA, asserting that it fostered monopoly, oppressed 
small industrialists and distributors, and placed the consumer at the 
mercy of the monopoly control. Shortly afterwards a supple¬ 
mentary report urged the severance of the code enforcement and 
fact finding from the NRA and transfer to the Federal Trade Com¬ 
mission. Gen. Johnson, who had headed the NRA from its incep¬ 
tion, resigned on September 25. Two boards were appointed by 
President Roosevelt to succeed Johnson; the Industrial Policies 
Committee, headed by Donald Richberg, legal adviser to the NRA, 
and composed of the Secretaries of the Interior and Labor, the 
Agricultural Adjustment Administrator and the Federal Emergency 
Relief Administrator; and a National Industrial Recovery Board 
to direct the administrative functions of the NRA. The criticisms 
of the Board were in large measure the criticisms of conservative 
economists and others. In July the American Bar Association 
attacked the legal powers of the NRA. A month later the American 
Liberty League was organized by a non-partisan group “to combat 
radicalism, preserve property rights, uphold and preserve the Con¬ 
stitution.” In September the Chamber of Commerce advised Presi¬ 
dent Roosevelt that the increasing Government expenditures and 
control of private business were destroying the confidence of busi¬ 
ness leaders and urged him to make a statement concerning his 
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financial and economic policies. The President ignored the request 
The National Association of Manufacturers submitted a recovery 
program to the National Industrial Council and in December de¬ 
manded of the President a balanced budget, a resumption of the 
gold standard, a withdrawal of the Government from competition 
in and control of private industries. 

There were more labor strikes during 1934 than in 1933. Some 
were instigated for higher wages, but most of them were due to 
disputes of Section 7(a) in the NIRA. One of the worst was the 
textile strike in September which affected 450,000 workers. The 
National Labor Board had handled 3,755 disputes up to June i. 
Of the 2,000,000 workers involved, 1,270,00,0 returned to work. 
Three-fourths of the 1,323 strikes were mediated and approximately 
500 averted. On June 30 the National Labor Board was replaced 
by the National Relations Labor Board, which was affiliated with 
the Department of Labor and not the NRA. 

Senator Wagner introduced a Labor Disputes bill in February 
to enforce the compliance of employers with Section 7(a). A modi¬ 
fied bill, the Labor Disputes Resolution, was passed in June. This 
bill empowered the President to establish a board or boards to in¬ 
vestigate disputes arising under Section 7(a) of the NIRA, to 
conduct elections to determine representation of employees, and to 
prescribe rules necessary to insure fair elections. Several individual 
boards for various industries, as a result, were appointed by the 
President. The Crosser-Dill Railway Labor Act (June 27) pro¬ 
vided for collective bargaining and outlawed company unions. On 
the same day the Railway Pension Act, providing for retirement 
pensions, was signed by the President. The Supreme Court of the 
District of Columbia in a restraining injunction declared the Act 
unconstitutional. 

Widespread opposition to the extensive power program of the 
Roosevelt Administration was expressed by business leaders during 
the year. The President predicted that the Tennessee Valley Au¬ 
thority development would cause a nationwide cut in power rates, 
and stated that similar developments would be built by the Govern¬ 
ment in other parts of the country and that the Government would 
control the power rates. In addition to building these power plants, 
the Administration in an effort to force rates down encouraged a 
number of cities through large loans to build public power plants. 
The Edison Institute engaged James M. Beck and Newton D. Baker, 
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nationally known lawyers, to make an investigation of the consti¬ 
tutionality of the Administration’s utility program. They declared 
the program unconstitutional. 

There was considerable banking legislation in 1934. The Col¬ 
lateral Security Act (March 9) extended for another year the time 
in which Federal Reserve Banks might use United States bonds as 
security for issuance of their notes and credits. The State Bank 
Aid Act (March 24) permitted for one year state banks and trust 
companies not members of the Federal Reserve System the same 
privilege as member banks of borrowing from Federal Reserve 
Banks. The Bank Deposit Insurance Act (June 19) extended for 
one year the temporary plan of deposit insurance, raised the amount 
insurable for each depositor from $2,500 to $5,000, extended the 
time of insurance of non-member banks until July i, 1937, and 
directed the RFC to purchase the obligations up to $250,000,000 
of the Federal Deposit Insurance Corporation. 

Congress speedily passed the Administration Gold Reserve Act 
in January, and it was approved by the President on January 30. 
This Act authorized the President to revalue the dollar at 50% 
to 60% of its gold equivalent; stopped further coinage of gold and 
empowered the Treasury to hold all gold. President Roosevelt 
fixed the price of gold at $35 an ounce, which devalued the 
gold dollar to $.5906. A stabilization fund of $2,000,000,000 was 
created out of the profits to the Government by its devaluation of 
the dollar. The Act also authorized the issuance of $2,500,000,000 
additional Treasury notes and reduction of the weight of the silver 
dollar to put it on a parity with the devalued gold dollar. 

The Pittman Silver Amendment to the Gold Reserve Act, signed 
by the President on June 19, directed the Treasury to purchase 
silver, to pay not more than 50 cents an ounce for domestic silver 
and empowered the President to nationalize silver if he felt it was 
advisable. On August 9 the President ordered the nationalization 
of silver. The price was set at 50.01 cents per ounce. 

The Securities Act of 1934 (Jtme 6 ) continued the Banking 
Act and the Securities Act of 1933. It modified the previous Securi¬ 
ties Act, weakened the liabilities of underwriters and directors of 
financial houses for misrepresentation and made it difficult for the 
individual to sue for losses by forcing him to post a bond. It, how¬ 
ever, provided for the regulation of security exchanges and over- 
tl^-counter markets operation in interstate and foreign commerce 
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and in the mails. The Act created a bi-partisan Securities and Ex¬ 
change Commission, to be appointed by the President, to administer 
the Act and to take over from the Federal Trade Commission the 
administration of the Securities Act of 1933. The 1934 Act also 
required the licensing of all stock exchanges, the registration of all 
securities wdth information concerning them and otherwise regu¬ 
lated the stock exchanges and their activities. 



RELIEF ADMINISTRATION 

The vast recovery and relief administration of 1933 was ex¬ 
tended during 1934. The RFC was extended for another year to 
February i, 1935, by the RFC Extension Act (January 20). The 
Public Works Administration, established in 1933, up to the end 
of 1934 had given direct employment to 700,000, which was esti¬ 
mated to have benefited approximately ten times that number. For 
this work $2,000,000,000 was expended. 

To the Federal Emergency Relief Administration created in 
May, 1933, with an appropriation of $500,000,000 for emergency 
relief for states, $950,000,000 additional was added. Part of this 
appropriation for the states was contingent on the states raising an 
equal amount for relief. 

The Civil Works Administration, which was established late in 
1933 with an appropriation of $483,000,000, had given employment 
to approximately 4,000,000 when it was discontinued in March, 
1934. The Citizens Conservation Camps up to September had 
employed 850,000 young men. 

The Home Owners Loan Act of 1934 (April 27) authorized 
the issuance of $2,000,000,000 of bonds by the Home Owners Loan 
Corporation which could be sold or exchanged for mortgages and 
guaranteed them as to principal. The interest had been guaranteed 

by the Home Owners Refinancing Act of 1933 - 
mitted the Corporation to loan up to $200,000,000 for repairs, 
rehabilitation or modernization. The National Housing Act (June 
28) provided for extensive home financing, mortgage insurance and 
for guarantees to financial houses which made loans for repairs and 
alterations. The original provision of the Home Owners Loan Act 
for $2,000,000,000 was increased to $3,000,000,000. Harry L. 
Hopkins was made National Housing Administrator. 
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Congress passed several bills during the year which postponed 
the payment of debts of a number of municipalities, corporations 
and individuals. The Municipal Relief (Bankruptcy) Act (May 
24), limited to two years, provided that cities and local tax paying 
units could file a petition with the Federal courts for relief and 
approval of a readjustment of their debts, provided that 51% of 
their creditors endorse the petition. The Corporate Bankruptcy 
Act (June 

unable to meet their obligations, could reorganize under the super¬ 
vision of the courts if they could obtain the consent of the majority 
of their creditors and could make financial compromises in many 
cases where the consent of the majority of the creditors has been 
obtained but minorities object to the compromise. 

A number of bills to assist the farmers were passed by Congress. 
The Farm Mortgage Refinancing Act (January 31) created a 
Federal Farm Mortgage Corporation with authority to issue bonds 
not exceeding $2,000,000,000, principal and interest guaranteed 
by the United States, which could be exchanged for consolidated 
farm loan bonds. The Crop Loan Act (February 23) permitted 
the Farm Credit Administration to make loans to farmers for crop 
production and harvesting. 

The Frazier-Lemke Bankruptcy Act (June 28) granted exten¬ 
sion of time to farmers unable to pay their debts and mortgages. 
The Act permitted them to hold their farms during the extension 
of time with payments in accordance with the terms of the Act. 
If the farmer has been unable to make his payments he may have 
himself declared bankrupt, have the farm appraised, pay i %' interest 
on the appraised value, and pay off the principal over a period of 
six years. 

IV 


7) provided that organizations which are insolvent or 


FOREIGN RELATIONS 

The foreign policy of the Roosevelt Administration changed 
radically after the failure of the World Monetary and Economic 
Conference, June-July, 1933. The earlier nationalistic feeling gave 
way to an international attitude. Secretary of State Hull urged a 
lowering of tariff duties in order to rebuild the foreign trade of 
the country which had been falling off since 1929. Important, too, 
was the need for further outlet for the agricultural overproduction. 
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The Reciprocal Trade Tariff Act, which it was hoped would 
encourage foreign trade expansion, empowered the President for 
a period of three years to negotiate trade agreements with foreign 
countries without consultation of the Senate and to raise or lower 
tariff rates by not more than 50%. 

The Vinson Naval Parity Act (March 27) provided for the 
building of the navy up to the limits authorized by the Washington 
Naval Limitation Treaty of 1922 and the London Naval Limitation 
Treaty of 1930. This would entail the expenditure of approxi¬ 
mately $1,000,000,000 within the next five years. 

The Export-Import Bank was established in February to extend 
credit to Americans desiring to sell products to Russia. In the 
same month the Second Export-Import Bank of Washington, D. C., 
was opened for Americans desiring to trade with Cuba. The func¬ 
tions of the latter bank were extended later to other countries. 

The cordial relations between the United States and the Latin 
American countries established at the Montevideo Conference in 
December, 1933, were manifested in many ways during 1934. On 
May 29 the United States and Cuba signed a treaty, abrogating the 
Platt Amendment which had permitted the former to intervene in 
Cuban affairs, thus leaving Cuba free to make treaties with other 
countries. The last of the United States marines were withdrawn 
from Haiti on August 15. On October 10 the Anti-War Treaty of 
Non-Aggression was signed by the United States and other Ameri¬ 
can countries. The United States recognized the Martinez Gov¬ 
ernment of El Salvador on January 26. The United States and 
Mexico reached two claims agreements on April 24 for the settle¬ 
ment of claims totaling somewhat over $1,000,000,000. The agree¬ 
ments were ratified by the Mexican Senate on November 22. 

The Philippines were granted independence in the Tydings- 
McDuffie Philippine Independence Act approved by the United 
States on March 24 and accepted by the Philippine Legislature on 
May I. The Act provides for a ten-year period of autonomous 
government and for the withdrawal of all United States navy bases 
in the archipelago at the end of this period. The Act calls for 
gradual closing of the American markets to Philippine products, 
thus affecting the livelihood of half of the population. 

Hoping to force the nations to pay their war debts to the United 
States, Congress passed the Johnson Debt Default Act, which was 
signed by the President on April 13. This Act prohibited any 
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financial transaction with foreign Governments which had defaulted 
in whole or part their war debt payments to the United States 
Government. This, of course, bars the sale of securities by foreign 
countries in default to the United States. It also refused to recog¬ 
nize token, or part, payments as fulfillment of their obligations. 
(Great Britain and Italy had made token payments in 1933.) Of 
the fifteen nations owing semi-annual instalments of approximately 
$155,000,000, only Finland paid: $166,538 on June 15 and $228,- 
538 on December 15. 
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Chapter III 

LATIN AMERICAN COUNTRIES 

I 

LETICIA DISPUTE AND GRAN-CHACO WAR 

T he Leticia Dispute between Colombia and Peru, which 

broke out in September, 1932, was temporarily settled on 
May 24, 1934, after seven months’ negotiations at Rio de 
Janeiro. The Leticia district had been placed under the temporary 
jurisdiction of a League of Nations Commission; but Colombia 
had refused to have this control extend beyond June 23. Both 
countries had made extensive war preparations, and fighting would 
have without doubt been resumed if the negotiations had failed. 

The treaty signed by Peru and Colombia provided for: apology 
by Peru for the seizure of Leticia by Peruvian irregulars; demilitar¬ 
ization of the contested area; appointment of a commission of three, 
with the Brazilian member as chairman, to supervise the carrying 
out of the terms of the treaty; free navigation on the Amazon and 
Putumayo River; a non-aggression pact, and jurisdiction of the 
Hague Tribunal in case of further conflicts. Peru also recognized 
the Salomon-Lozano Treaty of 1922, which had awarded Leticia 
to Colombia, but with the understanding that she might enter into 
negotiations with Colombia for regaining the disputed area. 

The League of Nations Commission transferred Leticia to 
Colombia on June 19. The Peruvian Congress ratified the treaty 
on November 3, but up to the end of the year the Colombian Gov¬ 
ernment had not approved the treaty. 

The Gran-Chaco War between Paraguay and Bolivia, which 
broke out in the summer of 1932, continued throughout the greater 
part of 1934 in spite of the efforts of the League of Nations and 
several of the American countries to bring about a peaceful settle¬ 
ment. The truce effected on December 19, 1933. ended on January 
5, 1934, and fighting was again started. 

In the northwest, Bolivia w'as successful in checking the Para¬ 
guayans and in driving them back one hundred miles towards the 

©Collier, 1936 l8 


4 



LATIN AMERICAN COUNTRIES 


19 


1934 

Paraguay River in November. In December, however, the Bo¬ 
livians lost the territory. In the southwest the Paraguayans from 
May on were successful, capturing Fort Ballivian on November 17, 
the key to the control of the Pilcomayo River, and driving the 
Bolivian army into Argentina and the north. 

The United States on May 28 placed an arms embargo on the 
shipment of munitions to Bolivia or Paraguay. By the end of 
November thirty-one countries, including the major arms manu¬ 
facturers except Japan, had joined the embargo. 

Both Paraguay and Bolivia refused to accept proposals for 
arbitration or the peace treaty of February 24 recommended by 
the League of Nations Commission. On November 20 the League 
Assembly called a special session “to take action under Art. XV, 
par. 4 of the Covenant,” and on November 24 adopted a plan for 
settlement which included cessation of hostilities within six days 
of acceptance of the plan; demobilization of the armies under super¬ 
vision of a committee of representatives of the adjacent countries, 
the United States and Brazil; convocation of a peace conference in 
Buenos Aires to consider the delimitation of the Chaco frontier, 
and safeguards against renewed outbreak; submission of the case 
to the World Court if the Buenos Aires conference failed to reach 
an agreement, and supervision of the plan by an Advisory Com¬ 
mittee of twenty-three, including the United States and Brazil. 

Paraguay, which was advancing on Bolivian headquarters, on 
December 18 rejected the League’s plan. Bolivia had accepted the 
proposal on December 10. 

II 

SOCIAL LEGISLATION IN MEXICO 

Gen. Lazaro Cardenas, candidate of the National Revolutionary 
Party, Calles’ party, was elected President of Mexico on July i, 
I934> with over a million votes, the three other candidates receiving 
a total of only 32,000. The party also won all the seats in the 
New Chamber of Deputies and 49 out of the 58 new seats in the 
Senate. Cardenas, as a member of Calles’ party, is pledged to sup¬ 
port the socialistic Six-Year Plan adopted in December, 1933, at 
the party’s convention at Queretaro. 

A strongly anti-religious and socialistic educational program was 
adopted by Congress in October in an amendment to Article III of 
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the 1917 Constitution, which made socialistic education compulsory 
in all schools except universities. This amendment, which secular¬ 
izes education, roused strong opposition from Roman Catholics and 
students, and led to violent disturbances. Students of the National 
Autonomous University and of the National Preparatory School 
went on strike on October 23. 

The Church conflict became more serious during the latter part 
of 1934 than it had been for five or six years. More Catholic 
churches were closed, and the number of priests permitted to of¬ 
ficiate was cut down. Four of the Mexican states have no Catholic 
churches. Morelos allows only one priest to every 75,000 inhabi¬ 
tants. Tabasco has had no church or priest for ten years. The 
Chamber of Deputies on October 19 voted to request the President 
to expel all Catholic archbishops and bishops. On October 30 the 
Supreme Court decreed that all privately owned buildings in which 
Catholic ceremonies were held should automatically become national 
property. In November the Papal Apostolic Delegate was charged 
with inciting the rebellion. The following month five Catholics 
were killed outside their church in Coyoacan by a revolutionary 
youth organization founded by Tomas Garrido y Canobal, Minister 
of Agriculture. 

A temporary emergency decree covering employment of women 
and children was decreed by the Government, to be in force until 
the Mexican Federal Labor Code has been revised. The Govern¬ 
ment also passed a price fixing decree on July 23, authorizing the 
Department of National Economy to fix the maximum wholesale 
and retail prices of petroleum and its by-products, and at times of 
shortage to regulate the sale and prices of certain products such as 
cotton goods, foods and medicines. 

Ill 

THE CENTRAL AMERICAN REPUBLICS 

Gen. Sandino, insurgent leader who had signed a peace agree¬ 
ment with President Sacasa of Nicaragua on February 2, I 933 > 
killed at Managua by Nicaraguan National Guardsmen on February 
21, 1934, when he came to the capital to see the President. At first 
the Government held the National Guard administration responsible 
for the assassination, but later it was alleged that correspondence 
had been intercepted which uncovered a Sandinista plot to overthrow 
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the Sacasa Government. The Nicaraguan Congress took up the 
question of abrogating the Bryan-Chamorro treaty of 1916, by 
which Nicaragua gave the United States permission to build a 
canal following the course of San Juan River. Three of the Central 
American countries, Costa Rica, El Salvador and Honduras, claimed 
that such a treaty with Nicaragua alone could not be valid. 

The de facto Government of President Martinez of Salvador 
was recognized on January i by Costa Rica, on January 25 by the 
other Central American countries and on the following day by the 
United States. Recognition had been withheld in accordance with 
the Treaty of 1923 which prohibited recognition of revolutionary 
Governments. Presidential elections will be held in January, 1935, 
with President Martinez the only candidate. The President re¬ 
signed on August 28, 1934, as according to the Constitution a 
President who has held office for four years may not succeed 
himself. 

The Republican National Party of Costa Rica won 15 out of the 
29 seats in Congress at the elections on February ii, thus assuring 
President Ricardo Jimenez control. The 14 remaining seats were 
scattered among the other parties, giving little power to the opposi¬ 
tion. The fiscal crisis in Costa Rica was eased considerably during 
the year due to excellent coffee crops, prevailing prices for coffee, 
and the economies of the Government. 

Panama refused to accept the 1934 canal annuity payment,from 
the United States because it was not paid in gold. The United 
States and Panama are negotiating for a new treaty to define the 

extent of the former’s right to intervene in Panama to replace the 
Treaty of 1903. 

IV 

SOUTH AMERICAN COUNTRIES 

Brazil’s new Constitution was signed on July 15. The main 
changes in the Constitution of 1891 are: a democratization of 
the electoral apparatus; a provision for partial functional represen¬ 
tation in the Chamber of Deputies; a redistribution of the tax-levy¬ 
ing power; optional religious instruction in the schools and suffrage 
for monastic orders; an elaborate code of social legislation, and 
provision for a law to formulate regulations for the progressive 

water power. The President will be 
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elected for four years and cannot succeed himself. Universal suf¬ 
frage was granted to all who can pass a literacy test. 

On July 17 Getulio Vargas, who had been Provisional President 
since October 30, 1930, was elected President by the Constituent 
Assembly, receiving 175 votes out of 248 votes cast. He was in¬ 
augurated three days later. On October 14 a new Chamber of Dep¬ 
uties was elected, in which Vargas will have an opposition of less 
than a third. 

There was still an overproduction of coffee in 1934, and the 
policy of burning the surplus was continued. Up to April 27,000,- 
000 bags had been destroyed and it was estimated that 5,000,000 
more would be burned during the next two months. 

Brazil defaulted on February 5 on her foreign debt payments in 
spite of her three-year moratorium which expired in October. She 
announced that she would pay each year a sum to apply on these 
debts which was to increase from £8,000,000 in 1934 to £9,900,000 
in 1937. 

Colombia completed, in 1934, thirty-two years of constitutional 
government. The Liberal candidate. Dr. Alfonzo Lopez, was 
elected President on February ii. He was inaugurated on August 
7. The dispute with Peru over the Leticia Boundary was tempo¬ 
rarily settled on May 24. ( 5 ^^ Chapter III, section I.) The Gov¬ 

ernment announced in January that all interest payments on the 
external debt would be paid in scrip for the rest of the year. 

President Alessandri of Chile, who had been voted extraordinary 
power in 1933, met much opposition during 1934, primarily because 
his recovery program included considerable Government interfer¬ 
ence in private enterprises. He refused to submit to the demand 
that these powers, which had been extended for six months at the 
end of 1933, should be withdrawn, on the ground that he needed 
them to keep down revolutionary activities. In January a revolu¬ 
tionary plot alleged to have been instigated by followers of ex- 
President Ibanez was uncovered and many arrested. In June there 
was an agrarian revolt in Lonquimay, supposedly Communistic in 

origin. 

Alessandri, during his two years’ administration, has balanced 
the budget, increased the value of the peso, increased foreign trade, 
and reduced unemployment. Early in 1934 the Government passed 
laws for the operation of the nitrate industry which reestablishe 
the private nitrate companies consolidated in the “Cosach ’ on Marc 
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20, 1931, and formed the Iodine Sales Corporation to market the 
nitrate abroad. The Government will receive 25% of the profits 
and the producers the balance. 

Peru continued in a political ferment during 1934. The Apra 
(Alianza Popular Revolucionaria Americana), in spite of the assur¬ 
ances of its leader of cooperation with President Benavides when 
released from prison in August, 1933, instigated a number of revolts 
against the Government during 1934. The Apristas aimed to force 
expropriation of large estates and to gain control of foreign capital. 
In December they called a general strike in southern Peru, and the 
party seemed to be gaining power as the year closed. 

Peru’s foreign trade increased 30% in 1934 over the previous 
year, and the country had a favorable trade balance of more than 
110,000,000 soles. She reached a high peak of economic prosperity 
during the year. For Leticia Dispute, see Chapter III, section i. 

Leaders of the provincial revolts against the Argentine Govern¬ 
ment late in 1933 were exiled to Europe or imprisoned at a penal 
colony, and a state of siege was declared which was not terminated 
until July, 1934. There were two provincial revolts in Argentina 
during the first half of 1934. One broke out in San Juan Province 
in February, and another in Tucuman in June. 

Argentina and Spain signed a reciprocal trade treaty on De¬ 
cember 29. The 1933 trade agreement with Great Britain has not 
worked out satisfactorily for either country, each one blaming the 
other for its failure. The Argentine and United States Govern¬ 
ments held preliminary discussions regarding a trade treaty. 

The International Wheat Conference, which was held at Buda¬ 
pest in November, was unable to come to an agreement on export 
quotas and acreage restrictions or to agree on a pact to replace the 
one of 1933 which had been repudiated. 

The Gran-Chaco War {see Chapter III, section i) between 
Bolivia and Paraguay continued throughout the year. The turn of 
the tide against Bolivia and on November 17 the capture of Fort 
Ballivian by the Paraguayan troops led to the resignation of Presi¬ 
dent Daniel Salamanca on the 27th. He was succeeded by Vice- 

President Jose Luis Tejada Sorzano, who was responsible for 
Salamanca’s resignation. 

The long-drawn-out war with Paraguay made heavy inroads on 

the Treasury, and the Government was forced to resort to internal 
financing. 
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Paraguay, too, was faced with a financial crisis due to the Gran- 
Chaco War. The Government contracted large floating obliga¬ 
tions and suspended service on the external debt. 

Ill-feeling arose between Paraguay and Chile over the nomina¬ 
tion of the latter for the Council of the League of Nations and over 
the alleged Chilean aid to Bolivia in the Gran-Chaco War. The 
Chilean Minister at Asuncion was withdrawn in August, but diplo¬ 
matic relations were later resumed. 

President Velasco Ibarra of Ecuador met with much opposition 
during the year from the Legislature, which objected to his financial 
and public works program and foreign policy. Toward the close 
of the year the President had regained much of his strength, though 
groups of radical university students were still causing considerable 


disturbance. 

The dispute with Peru over the Oriente region on the Upper 
Amazon remained unsettled. Ecuador hoped when she became 
a member of the League of Nations on September 28 that this step 


would hasten the settlement. 

President Gabriel Terra of Uruguay was reelected on March 
21 by the Constituent Congress which he had appointed the year 
before in his clash with the National Administrative Council. The 
new Constitution, which was completed in May, 1933, went into 
effect on May 18, 1934, when the President was inaugurated. The 
new Constitution stated that the President could not succeed him¬ 
self; gave the President more power than did the old Constitution; 
provided for a Cabinet of nine appointed by the President, and a 
National Administrative Council of Nine, sharing the executive 
powers; granted suffrage to women, and made voting compulsory. 

President Juan Vicente Gomez of Venezuela completed twenty- 
six years of dictatorship in 1934. He reported on April 28 a 
Treasury surplus of 83,000,000 bolivares. Venezuela is the only 
Latin American republic without a foreign debt, and the Treasury 
surplus is much larger than the public debt. 



CONDITIONS IN CUBA 

The United States recognized the Mendieta Government of Cuba 
in January, 1934, after President Roosevelt had conferred with 
representatives of seventeen South American countries. Recogni 
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tion had been withheld from the Grau Government, as it met with 
such strong opposition from the Cuban people. 

Following the recognition of the Mendieta Government the 
United States took preliminary steps to abrogate the Platt Amend¬ 
ment. An agreement repealing the Platt Amendment, the inter¬ 
vention provision of the Treaty in 1903, and abrogating that treaty, 
except for the provisions relating to the naval base at Guantanamo, 
was signed on May 29, 1934. The terms of the new treaty are as 

follows: 

Article I. The Treaty of Relations which was concluded be¬ 
tween the two contracting parties on May 22, 1903, shall cease 
to be in force, and is abrogated, from the date on which the present 
Treaty goes into effect. 

Article II. All the acts effected in Cuba by the United States 
of America during its military occupation of the Island, up to May 
20, 1902, the date on which the Republic of Cuba was established, 
have been ratified and held as valid; and all the rights legally ac¬ 
quired by virtue of those acts shall be maintained and protected. 

Article III. Until the two contracting parties agree to the 
modification or abrogation of the stipulations of the agreement in 
regard to the lease of the United States of America of lands in 
Cuba for coaling and naval stations signed by the President of the 
Republic of Cuba on February 16, 1903, and by the President of 
the United States of America on the 23d day of the same month 
and year, the stipulations of that agreement with regard to the 
naval station of Guantanamo shall continue in effect. The supple¬ 
mentary agreement in regard to naval or coaling stations signed 
between the two Governments on July 2, 1903, shall also continue 
in effect in the same form and on the same conditions with respect 
to the naval station at Guantanamo. So long as the United States 
of America shall not abandon the said naval station of Guantanamo 
or the two Governments shall not agree to a modification of its 
present limits, the station shall continue to have the territorial 
area that it now has, with the limits that it has on the date of the 
signature of the present Treaty. 

Article IV. If at any time in the future a situation should 
arise that appears to point to an outbreak of contagious disease in 
the territory of either of the contracting parties, either of the two 
Governments shall, for its own protection, and without its act being 
considered unfriendly, exercise freely and at its discretion the right 
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to suspend communication between those of its ports that it may 
designate and all or part of the territory of the other party, and for 
the period that it may consider to be advisable. 

Article V. The present Treaty shall be ratified by the con¬ 
tracting parties in accordance with their respective constitutional 
methods, and shall go into effect on the date of the exchange of 
their ratifications, which shall take place in the city of Washington 
as soon as possible. 

Several trade agreements were concluded between Cuba and the 
United States, which reduced the duties by both countries. The 
sugar quota granted Cuba of 1,902,000 short tons was an increase 
over the 1933 quota. 

Social unrest continued in Cuba during the year. There were a 
number of violent demonstrations. 


I 
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Chapter IV 

THE BRITISH COMMONWEALTH 

OF NATIONS 


I 

ECONOMIC PROGRESS IN GREAT BRITAIN 

G reat Britain made considerable economic progress 

during 1934; overseas trade increased, and unemployment 
was somewhat reduced. 

The volume of overseas trade showed an increase month by 
month over that of the previous year. The totals for 1934 (through 
November) were: imports, £669,603,000, and exports, £409,556,- 
000, as compared with £612,851,000 for imports and £382,096,000 
for exports for the same period in 1933. 

Great Britain had a trade dispute with France over the quotas 
'allowed on certain United Kingdom products. France had reported 
that the quota on “a very abundant list of United Kingdom prod¬ 
ucts” would be restored to 100%. So many products had been 
omitted from the list when published, however, that the French 
Government was informed that unless the full quotas were restored 
in ten days the British would take retaliatory measures. As this 
was not done, the British Government levied an additional 20% 
duty on certain goods manufactured or produced in France. France 
in turn denounced the commercial treaties with Great Britain, to 
take effect in three months. The trade dispute was ended on June 
16 with a commercial agreement. France is to maintain the present 
percentage of imports of British coal, and Great Britain is to make 
certain stipulated adjustments of duties on imports from France. 

Following the announcement of the German Government that 
there would be a six months’ suspension on all transfer payments on 
foreign debts, beginning on July i, the House of Commons on 
June 25 authorized (he Government to impound the German trade 
balances. The German Government thereupon agreed to pay in¬ 
terest in sterling to British holders of Dawes and Young bonds, and 
in Augpist an agreement was made which covered future payments 
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^o^British exporters but ignored future payments of outstanding 

Some headway was made in reducing unemployment during the 
year. In January there were 2,389,000 registered unemployed. This 
was reduced to 2,082,000 in September, but had reached 2,086000 
in December. Approximately 1,325,000 people were receiving relief 
on June 30, an increase of 235,000 over the previous year. 

Government finances also improved during the year. On April 
17, 1934, the Chancellor of the Exchequer reported a surplus of 
£39,000,000 as against a deficit of £32,000,000 a year before. 

II 


THE IRISH FREE STATE 

The Blue Shirts, headed by Gen. O’Duffy, became increasingly 
powerful during the first half of the year, and were a constant 
threat to President De Valera. He was also faced with growing 
dissension in the rural areas, for the farmers had suffered heavy 
losses as a result of the continued trade war with Great Britain. 
Fearful of the opposition, the President called off the general elec¬ 
tions which were to have been held early in the year. He also’ 
attempted to have a law passed restricting the wearing of political 
uniforms in the Free State. The bill was passed by the Bail 
Fireann on March 14 by a very close vote, 77 to 61, The Senate, 
however, defeated the bill, 30 to 18. Thereupon De Valera intro¬ 
duced a bill to abolish the Senate. This was passed by the Bail 
but defeated in the Senate. It can be repassed by the Lower House 
at the end of eighteen months. 

Gen. O’Duffy’s radical views were not supported by ex-President 
Cosgrove or the conservative element in the United Ireland Party. 
When O’Duffy in August urged a taxpayers’ strike during the 
remainder of the trade war with Great Britain, a conflict arose and 
he resigned as president of the party on September 18. The Blue 
Shirts thereafter gave up their radical program and violent methods. 

The strained relations of the Irish Free State with Great Britain 
continued throughout the year. In November the Government 
announced its plan to abolish the use of the term “British subject” 
and substitute for it “Irish Free State citizen.” The Bail passed 
a bill on December 19 which included this provision, and it was 
expected that it would also be passed in the Senate, over which 
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De Valera had gained virtual control in the December elections. 

The serious economic condition of the country continued during 
the year. Exports have fallen 50% as compared with 1930, and 
imports have declined a third. Unemployment increased more than 
60%. There was a slight gain in domestic business activity. 

Ill 

PROPOSED FEDERAL GOVERNMENT FOR INDIA 

The Joint Select Committee of the British Parliament, which 

• _ _ 

had been voted on March 29, 1933, by the House of Commons to 
formulate a new form of administration for India, published its 
report on November 21, 1934. The recommendations incorporated 
in this report for the most part follow the lines laid down in the 
White Paper on India submitted to Parliament on March 17, 1933. 

India according to this plan wolild be a federation which would 
include the eleven British Provinces and the Native States, but not 
Burma. The Federation will have a Viceroy and a Federal Legisla¬ 
ture of two Houses, each of which will be composed of members 
elected by the provincial legislatures and others appointed by the 
Princes of the Native States. The Upper House will have 150 
elected and 100 appointed, the Lower House, 250 elected and 125 
appointed. The various groups in India, such as the Moslems and 
Untouchables, will be represented in each House. The Viceroy 
will have broad powers. He will have charge of defense, foreign 
and ecclesiastical affairs, large responsibility in preserving financial 
stability and credit, and power to take necessary action to prevent the 
imposition of tariffs directed particularly against British goods. 
The Provincial Governments will have broader powers than before. 

Each province will have a legislative body elected by direct popular 
vote. 

The recommendations of the Select Committee were sharply 
debated in the Conservative Party. Stanley Baldwin, the leader of 
the party, maintained that the proposed government of India would 
keep India in the Empire, whereas the rejection of the proposals 
would lead to the loss of India before the end of two generations. 
The opposition in the party held that the plan went too far in giving 
ndia control of her affairs. The party on December 4 voted that 
t e Government should go ahead with the Committee’s proposals. 

Commons voted on December 12, 420 to 127, that 
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the Government be permitted to introduce a bill on the lines of the 
Committee’s report. Six days later the House of Lords voted, 239 
to 62, support of the Committee’s proposals. The bill had not been 
introduced up to the end of the year. 

In India the plan was attacked by the Hindu press on the ground 
that it did not give India real independence. The Moslem papers 
on the other hand appeared ready to accept the plan as the best one 
possible at the present time. 

There was little civil disobedience agitation during the year. 
Gandhi, the leader of the disturbances heretofore, directed his fol¬ 
lowers to leave this to him and to campaign for the Legislative 
Assembly elections. He signified his willingness to give a British- 
made Constitution a trial. Madan Mahan Malaviya, opposed to 
Gandhi, formed a separate faction of his own. Gandhi resigned 
from the presidency to devote his time to the work of the All-India 
Village Industries Association. The triennial elections to the Legis¬ 
lative Assembly held in November and December gave to Gandhi’s 
group 46 seats and Malaviya’s faction only 8. 

IV 

CANADA AND NEWFOUNDLAND 

The Conservative Government of Canada, headed by Prime 
Minister R. B. Bennett, faced strong opposition up to the latter 
part of 1934. In June the provincial elections in Ontario, where 
the Conservatives had been in power for twenty-five years, and 
Saskatchewan resulted in decisive defeats for the Conservative Gov¬ 
ernment. In Ontario the Liberals won 66 out of 90 seats in the 
provincial legislature. In Saskatchewan the Conservatives did not 
win any seat. The Liberals won 49 out of 54, and the newly formed 
Coo{)erative Commonwealth Federation won five. In September 
the by-elections gave the Liberals four of the five contested seats 
in Parliament. 

A serious breach in the Conservative Party took place in August 
when Harry II. Stevens, Minister of Trade and Commerce in the 
Dominion Government, published a pamphlet charging that “un¬ 
scrupulous financial and Inisiness men had exploited Canada’s con¬ 
suming public, starved her producers, sweated her workmen, and 
left the country faced with a choice of reform, dictatorship, or revo¬ 
lution.’’ Though Stevens agreed to withdraw the pamphlet, and on 
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October 27 resigned from the Cabinet, he continued as a member 
of the Royal Commission which he had organized to investigate 
corrupt trade practices and crusaded for reform. 

Economic conditions in Canada showed a marked improvement 
in 1934- Employment at the close of the year was very nearly at 
the 1926 level. Foreign trade increased, though was still below the 
pre-depression level. Exports to the British Empire rose 54%, 
and imports 21 %. At the end of November Canada had a favorable 
trade balance of $140,000,000. Business activity remained about 
20% below normal. Agriculture was seriously hurt by droughts 
during the spring and summer of the year. The Federal Govern¬ 
ment was forced to contribute monthly grants and loans to the 
western provinces because of their increased drought relief added 
to their unemployment relief. 

In accordance with the bill passed by the British Government 
on December 18, 1933, incorporating the recommendation of the 
Royal Commission of Inquiry to study the economic and financial 
crisis in Newfoundland, the Dominion on February 16, 1934, re¬ 
verted to the status of a Colony, accepting the control of a Governor 
and a commission appointed by the British Crown. The commis¬ 
sion consisted of six members, half appointed by Great Britain and 
half by Newfoundland. The first report of the Commission, at the 
end of June, stated that the fiscal situation was being cleared up 
rapidly. Sir David M. Anderson was appointed Governor. The 
British Colonial Development Fund will meet the deficits until 
Newfoundland can again become self-supporting. 

V 

AUSTRALIA AND NEW ZEALAND 

Australia continued to make progress during 1934. Increased 
customs receipts during the fiscal year 1933-34 turned an expected 
deficit of £1,176,000 into a surplus of £1,302,000. New loan con¬ 
versions will save the Government £2,000,000 annually. In spite 
of tax reductions, increase of old age and war pensions, and addition 
of 5% to salaries of public servants, the 1934-35 Federal Budget 
calls for a surplus. Though the Federal Government made such 
advance, the states were facing budget deficits totaling £5,880,000, 

the maximum which the Federal Government had agreed to meet 
by purchase of Treasury Bills. 
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Following up its vote in the referendum of April 8 , 1933 , to 
secede from the Commonwealth, West Australia presented to the 
House of Lords and House of Commons in December, 1934 a 
petition to be allowed to take this step and to assume the status of a 
self-governing colony. It was not expected that the petition would 
be granted by the Imperial Parliament. 

The Parliamentary term in New Zealand was lengthened from 
three to four years by the Liberal-Conservative majority in 1934 in 
order to complete the economic recovery. The new Reserve Bank 
the plan of which was adopted on November 21, 1933, was opened 
on August I, 1934. The January-September, 1934, favorable trade 
tripled that of the same period of the year before. The 1933-34 
fiscal year saw a small deficit, but the 1934-35 budget is expected 
to show a surplus. 


VI 

THE UNION OF SOUTH AFRICA 

As anticipated late in 1933, Gen. Jan Christian Smuts and Prime 
Minister J. B. M. Hertzog were able to bring about a fusion of the 
South African parties of the Union of South Africa. Thus the 
formerly hostile British and Boer factions of the Union are united. 

The fiscal year 1933-34 ended with a surplus of £6,500,000, and 
the 1934-35 budget estimates a £287,000 surplus after the accumu¬ 
lated deficit of £2,000,000 has been wiped out. 
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WESTERN AND NORTHERN EUROPE 

I 

POLITICAL DEVELOPMENTS IN FRANCE 

F or France 1934 was a very difficult year. There were 

several political upheavals, and the economic crisis grew 
more severe. 

Premier Chautemps received votes of confidence twice in De¬ 
cember, 1933, and his Radical-Socialist Cabinet seemed strong at 
the close of the year. The Stavisky scandal, however, broke out 
early in 1934, and the Opposition seized it as a pretext to overthrow 
the Government. Alexandre Stavisky, a Russian, with the con¬ 
nivance of Mayor Garat of the city of Bayonne, had issued spurious 
bonds amounting to over 300,000,000 francs on the city’s municipal 
pawnshop. The amount was comparatively small, and those vic¬ 
timized for the most part were insurance companies. But a member 
of the Cabinet, Dalimier, had participated in the affair to the extent 
of advising these insurance companies to invest in the bonds, and 
this fact gave the Opposition its opportunity to stigmatize the Cabi¬ 
net members as thieves and squanderers of the people’s money. 
Following several riots Premier Chautemps resigned on January 

27, four days after receiving another vote of confidence in the 
Chamber. 

Chautemps was succeeded by Daladier, who formed another 
almost entirely Radical-Socialist Cabinet. The riots, however, did 
not cease, and on February 6, a mob attempted to storm the Chamber 
of Deputies. Over twenty rioters were killed by the police. Al¬ 
though Daladier received a large vote of confidence, the day of the 

riot, he resigned the following day, February 7? hoping thereby to 
stop the riots. 

Doumergue, former President of the Republic, was prevailed 
upon to head the new Government. He formed a “Cabinet of truce’’ 
in which he included men of such diametrically opposed political 
views as Marin and Tardieu, and Herriot and Marquet. Marshal 
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Petain and Gen. Denain were made War and Air Ministers. It 
was evident at the start that while the new Cabinet would bring a 
measure of political stability, it would not be able to do much to 
effect the greatly needed economic recovery. While attempts were 
made to reduce the Government expenses, there was no broad plan 
for recovery. There were many riots. There was no adequate 
punishment of those involved in the Stavisky scandal. Doumergue 
resigned on November 8. 

Pierre-Etienne Flandin, Public Works Minister, succeeded 
Doumergue. Except for Tardieu and Petain the new Cabinet 
remained practically the same as the old. Flandin received a vote 
of confidence by Parliament and was able to get his budget accepted 
and other bills adopted. 

France strengthened her relations with the Little Entente and 
with Soviet Russia during the year. Her suspicions of Germany 
were heightened by the assassination of Chancellor Dollfuss of 
Austria on July 25 by Nazi followers, and by Germany’s rearma¬ 
ment. Great Britain drew closer to the French position that security 
should be achieved before disarmament is undertaken. Toward the 
close of the year, France, Great Britain and Italy were cooperating 
in their efforts to further peace in Western Europe. 

II 

THE GERMAN REPUBLIC 

Hitler’s dictatorship was strengthened greatly during 1934. 
While he was strongly opposed by Church and labor groups, he 
had the enthusiastic support of the German youth, and the older 
ones accepted his Government as the alternative to chaos. The 
German people were forced to swear allegiance to Hitler repeatedly 
during the year. On August i the Cabinet, summoned by Hitler 
because of the fatal illness of President Von Hindenburg, adopted 
a decree uniting the office of the President of the Reich with that 
of the Chancellor. The President died on August 2, and Hitler 
assumed the Presidency. The unification of the two offices by Hitler 
was submitted to the people in a plebiscite on August 19. Hitler 

won 88.1 G of votes. 

Steps were taken early in 1934 to abolish the present states ot 
Germany, thus forming one Unitarian state. On January 30 the 
(ierman Reichstag, composed only of National Socialists, abolished 
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the legislative bodies of these states and transferred their sovereign 
powers to the Reich. The states became merely administrative 
units, and their governors were appointed by the Reich. Early in 
1935, if the plan of the Minister of the Interior, Dr. Frick, is car¬ 
ried out, the states will be abolished and about twenty provinces will 
be created on an economic and geographic basis to conform to the 
new districts of the enlarged Reichswehr. The Reichsrath was 
abolished on February 14, 1934. 

There was much dissension within the National Socialist Party 
during the year. The Reichswehr succeeded in June in overthrow¬ 
ing the claim of the storm troopers (S.A.) to equality with the 
Reichswehr and reducing them to practical nonentity. In December 
the Reichswehr also disposed of the Schutz Staffel, or guard (S.S.). 
Indicative of the dissension in the party was the forthright speech 
of Vice-Chancellor Von Papen on June 17, in which he attacked 
the ruthlessness of the Nazi r%ime. His speech was not published, 
and he was removed from the Cabinet and sent as Minister to 
Austria. The speech infuriated Hitler and he arrested Ernest 
Roehm, prominent leader of the party and Supreme Commander 
of the S.A., and had him and other Nazi leaders executed. The 
Nazis also killed a number of clearly innocent leaders of other 
parties, among them former Chancellor Von Schleicher and his 
wife. Seventy-seven in high positions were killed. 

Germany estranged herself from many of the other nations 
during 1934. Ignoring the articles of the Versailles Treaty, she 
was increasing her army rapidly, training the majority of German 
youth for military service, building up a powerful air force and 
rearming at great speed. Soviet Russia aligned herself with France 
and joined the League of Nations. Italy and France worked out 
an entente which was expected to be ratified early in 1935. The 
one bright spot in Germany’s foreign relations was the ten-year 

non-aggression pact with Poland, which was followed with com¬ 
mercial agreements. 

HI 

CORPORATE STATE OF ITALY 

The Corporate State, which had been in preparation since 1926, 
appeared to be near realization in 1934; Mussolini inaugurated the 
councils of the twenty-two national corporations, which are to con- 
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trol industry, commerce and the professions, on November lo and 
addressed the eight hundred odd members of the corporations at 
Rome. The Chamber of Deputies will be replaced by the National 
Council of Corporations, headed by Mussolini, who will also head 
each individual corporation. 

Economic conditions in Italy continued to be very serious. Her 
deficit in foreign trade had increased from 1,243,306,000 lire in 
1933 to 2,185,183,000 lire for the first eleven months of 1934. 

To help meet the 6,816,000,000 lire 1933-34 deficit in Government 

expenses, new loans were raised and the interest rate on the old 
loans reduced from 5% to 33 ^%. 

Although the official statistics purport to show that unemploy¬ 
ment remained below the million mark, this result was obtained 
only by excluding large categories of part-time workers from the 
computation. Even so, unemployment would have been much more 
widespread had not the Government continued its public works pro¬ 
gram. Not only was the reclamation of the Pontine Marshes prose¬ 
cuted with vigor, but in December that region (together with small 
adjacent areas) was made Italy’s ninety-third province: Littoria. 
The “direttissima” between Florence and Bologna, under construc¬ 
tion for more than twenty years, was finally inaugurated on April 
15. By a series of tunnels and other engineering feats the running¬ 
time between Bologna and Florence was cut by one and one-half 
hours. The completion of this difficult and expensive cut-off 

brought Rome within eight hours of Milan. 

Italy’s support of the revision of the peace treaties was for the 
time nullified by the opposition of France and the Little Entente. 
Blocked in these efforts, Mussolini turned to Africa for expansion. 
On December 5 Italian and Abyssinian troops clashed at Ualual. 
Both countries appealed to the League of Nations, but at the end 
of the year war seemed inevitable. Following the assassination of 
Chancellor Doll fuss on July 25. Italy, France and Great Britain 
handed together to maintain Austria’s independence. 

IV 

SP.MN AND PORTUGAL 

Spain experienced the most serious uprising for half a century 
in October. 1934. The revolt had been brewing since the beginning 
of the year, in Catalonia there was protest over the delay of the 
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Cortes in granting the country the autonomy which had been voted 
it in 1932. President Companys on October 6 proclaimed Catalonia 
an independent state within a Spanish Federation. The antagonism 
in Spain between the Right and Left grew more serious. The Con¬ 
servatives desired centralization of power at Madrid. 

The inclusion of three members of the Catholic Popular Action 
Party in the Cabinet formed by Lerroux on October 4 started the 
uprising. Madrid was in a state of siege for several days. Revolu¬ 
tionaries in Asturias captured a number of Government munitions 
plants, and the revolt here also lasted for several days. The revolt 
in Catalonia was crushed in a few hours and its leaders were im-' 
prisoned. Over 3,000 were killed and three times as many wounded 
before the Government had crushed the rebellion. 

Portugal’s Constitution which was approved in 1933 was re¬ 
placed in 1934 by another Constitution. This provides for a Na¬ 
tional Assembly of ninety members, to be elected by heads of 
families, and a Corporative Council selected by a system of guilds, 
or Chamber of Deputies and Senate, to take the place of the old 
syndical representation. The Premier and Cabinet will be respon¬ 
sible to the President, who is elected for seven years. The National 
Assembly was elected on December 16, with only the Government’s 
National Union Party as candidates. 

V 

BELGIUM, THE NETHERLANDS AND SWITZERLAND 

King Albert I of Belgium was killed on February 17, 1934, 
when mountain climbing at Marche les Dames. He was succeeded 
by his thirty-three year old son, the Duke of Brabant, who was 
enthroned as Leopold III on February 23* The Government con¬ 
tinued determined to adhere to the gold standard, in spite of the 
countr/s economic distress. Her exports were cut almost 50% 
since i 930 ' Unemployment was continually increasing and wages 
were very low. The Cabinet of Count de Broqueville resigned on 
November 13 due to disagreements over economic questions and the 
belga. George Theunis, a wealthy capitalist, formed a new Gov¬ 
ernment which was also opposed to devaluation of the currency. 

The Netherlands suffered severely from the economic depression 
uring 1934. Foreign trade fell to the lowest level in many years 

^Jso declined. The Government, adopting a defla- 
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tionary policy, made drastic cuts in public expenditures, including 
a reduction in unemployment benefits. The latter led to rioting in 
Amsterdam for five days, in July, in which several people were 
killed, and disturbances in Rotterdam and other cities. The country 
continued to adhere to the gold standard. 

Switzerland was faced not only with the economic crisis but 
by radical movements of the Socialists and of those leaning toward 
Fascism. Swiss exports continued at a low level, and the tourist 
trade had not been revived, due to the high cost of living. The 
Federal Council, in an attempt to curb the radical movements of 
the country, passed a bill giving the Government greater powers; 
but in the popular referendum of March ii, the bill was defeated 
by the combined strength of the Socialists and extreme Right by a 
margin of about 70,000 votes. Switzerland, too, continued on the 
gold standard, but, unlike the Netherlands, did not embark on a 
deflation policy. Rudolf Minger, Vice-President of the Federal 
Council, was elected President of the Confederation on December 14. 

VI 

SCANDINAVIAN AND BALTIC COUNTRIES 

Denmark showed a slight improvement in her economic condi¬ 
tion during 1934. There were two serious labor strikes in April, but 
both were settled by the Government. The German National So¬ 
cialist Party was dissolved by the Government on August 15 due to 
the party’s movement in Jutland. A bill abolishing the Landsting, 
Upper Chamber of Parliament, was introduced in the Folketing, 
Lower Chamber, on October 31. 

Sweden made great strides in her economic recovery during 
1934. Both her industrial production and foreign trade were 
markedly increased. The Government not only balanced the budget 
but redeemed the remaining $13,000,000 of a $30,000,000 bond 
issue of 1924. It also established a system of unemployment insur¬ 
ance aiding approximately 700,000 workers. At the elections for 
the provincial assemblies in September the Premier’s Social Demo¬ 
cratic Party gained 34 seats, while the Conservatives lost 54. 

Norway made steady headway economically during 1934 ' 
foreign trade and shipping, however, had not made sufficient gains 
for full recovery. The Government closed the fiscal year with a 
surplus of 10,200,000 kroner. 
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The year 1934 was a very peaceful one for Finland. President 
Svinhufvud signed a law on April 6, forbidding the wearing of 
political uniforms or insignia in public, and the following month 
the Lapua movement was dissolved by a Helsingfors court. The 
ringleaders of the Lapua revolt of March, 1932, were sentenced 

to prison. 

Estonia’s non-Parliamentary Constitution, which provided for 
an elected President to hold office for five years, went into effect on 
January 24 . Acting President Konstantin Pats proclaimed a state 
of emergency on March 12 to block the threatened Fascist seizure 
of power, and arrested four hundred members of the National 
Socialist Party, including its candidate for President, Gen. Larka. 
The Presidential elections scheduled for April 22-23 were post¬ 
poned. 

An unsuccessful attempt was made on June 6 to overthrow Lith¬ 
uania’s Premier, Juozas Tubelis, and reinstate former Prime Min¬ 
ister Augustinas Voldemaras, who was virtual dictator from 1926 
to 1929. Voldemaras was sentenced on June 17 to twelve years’ 
penal servitude. The relations of Lithuania and Germany became 
increasingly strained during the year due to the Memel controversy. 
On December 16, the Lithuanian Government brought one hundred 
and twenty-six inhabitants of Memel to trial on the charge of con¬ 
spiring against the state. 

A dictatorship was set up in Latvia on May 15 when the Gov¬ 
ernment of Karl Ulmanis decreed a state of emergency and dis¬ 
solved the Diet in order to check the spread of Socialism and 
Fascism. Latvia, Estonia and Lithuania concluded a Treaty of 
Understanding and Collaboration on September 12. 
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CENTRAL EUROPE AND THE BALKANS 

I 

AUSTRIA, HUNGARY AND CZECHOSLOVAKIA 

T he Austrian democratic republic founded in November 

1918, became on May i, 1934, an authoritarian corporate 
Christian state on the order of the Corporate State of 
Italy. Early in the year the Government was faced with opposition 
from the Social Democrats and National Socialists. The Govern¬ 
ment outlawed the Social Democratic Party when it declared a 
general strike in Vienna on February 12 and issued a proclamation 
of martial law. The Government suppressed the revolt in a few 
days; but hundreds were killed in the fighting. The Social Demo¬ 
cratic Party was dissolved and some of the leaders executed. 

The Austrian Nazis committed hundreds of bomb outrages dur¬ 
ing the first half of the year, and much propaganda against the 
Austrian Government was carried on in Germany. On July 25 
Chancellor Doll fuss was murdered by the Nazis. Dollfuss was suc¬ 
ceeded by Dr. Kurt Schuschnigg. 

Hungary’s efforts to have the Treaty of Trianon revised and 
her kingdom reestablished within its borders as before the World 
War have been a continued threat to the peace of Europe. Yugo¬ 
slavia held Hungary responsible for having harbored the Croat 
Terrorists w'ho assassinated Alexander I on October 9. Fortu¬ 
nately the League of Nations was able to settle this dispute. The 
Entente between France, opposed to the revision, and Italy under 
negotiation in December would probably block the revision of the 
Treaty of Trianon. 

President Thomas G. Masaryk of Czechoslovakia was reelected 
for his third term on May 24, wtih a larger majority than seven 
years earlier. Only the Communists voted against him. Parlia¬ 
ment later voted additional power to the President, 

The German Social Democrats and the German Agrarians 
formed a new party, the Sudete Home Front, under the leadership 
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of Konrad Henlein, in the fall. The Sudete Home Front was formed 
primarily to better the relations between the Germans and Czecho¬ 
slovaks. It upholds the republic and the form of Government, but 
opposes Fascism and the restoration of the Habsburgs. 

II 

POLAND AND GREECE 

Poland’s new Constitution, announced in December, 1933, which 
strengthened the authority of the President, was not adopted during 
1934. It was approved by the Sejm, the Lower Chamber, on 
January 26, 1934, but its submission to the Senate was postponed 
until further changes had been made in accordance with recom¬ 
mendations of Marshal Pilsudski. 

Poland and Germany signed a ten-year non-aggression treaty on 
January 26 and on March 7 a trade pact. Poland also settled 
several disagreements with the Free City of Danzig. The Polish- 
Soviet non-aggression pact was extended on May 5 until 1945. 
Poland refused to adhere to the Eastern Locarno Pact proposed 
by France, preferring to negotiate independently with the Baltic 
states. On September 13 Foreign Minister Joseph Beck stated in 
the League of Nations Assembly that Poland would no longer be 
bound by the system of protection of her minorities agreed to in 
the Minorities Treaties of 1919 unless the other countries assumed 
similar obligations. 

Greece was in a political upheaval during the greater part of 
1934. The Government of Tsaldaris was severely condemned by 
ex-Premier Venizelos for adherence to the Balkan Pact in February. 
There was much doubt whether the seventy-six-year old President, 
Alexander Zaimis, could be reelected, and there was some talk of 
Gen. George Condylis, Minister of War, being made dictator. 
Tsaldaris and Venizelos finally came to an agreement in April that 

the President should be reelected and on October 19 he was elected 
for another five-year term. 

Relations with Turkey became strained during the summer of 
^ 934 - First a new Turkish law, closing many trades to non-Turks, 
worked a great hardship on the Greeks. Then, late in July, large 
numbers of Greek refugees were driven from Turkey. The mixed 
commission for the exchange of Greek and Turkish populations. 

Treaty of Lausanne in 1923, reported 
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the completion of its work in November, 1934. During the eleven 
years, 700,000 Greeks had been transferred to Greece and half as 
many Turks transferred to Turkey. Greeks may still dwell in 
Istanbul and Turks in Thrace. In order to settle the property 
claims Greece paid $1,000,000 to Turkey. 

Ill 

THE BALKAN STATES 

The year 1934 was a very tense one in Rumania. Threatened 
with a dictatorship similar to that forced on the King of Bulgaria 
in May, King Carol determined to form a dictatorship of his own. 
The Liberals and Peasant Party, however, combined their strength 
to block this, and the French ambassador also opposed such a dicta¬ 
torship. The King gave up his plan. Mme. Lupescu continued 
to domineer King Carol in spite of widespread protests of the people 
and Government. 

King Alexander of Yugoslavia was assassinated at Marseilles 
on October 9 as he and Foreign Minister Barthou of France, who 
was also killed, were on their way to a diplomatic conference at 
Paris. Alexander was succeeded by eleven-year old Prince Peter, 
the eldest of his sons. The assassin was a Croatian, and Yugoslavia 
held Hungary responsible for having harbored him. Alexander’s 
will provided for a regency of three: Prince Paul Karageorgevich, 
first-cousin of Alexander; Dr. Radenko Stankovitch, Slavonian, 
personal adviser to Alexander; and Dr. Ivo Perovitch, Croatian, 

the governor of the Banat of Save. 

A group of military men on May 19 forced upon King Boris 
of Bulgaria the dictatorship of Kimon Gueorguiev. The Cabinet in 
June declared all parties illegal and suppressed eleven party organs, 
which were half the newspapers in Sofia. The Government also 
took steps to stop the lawlessness of the International Macedonian 
Revolutionary Organization. In November Bulgaria opened diplo¬ 
matic relations with the U.S.S.R. for the first time since the World 

War. 


© Collier, 1936 



t 


ChapterVII 

SOVIET RUSSIA AND ASIA 

I 

UNION OF SOCIALIST SOVIET REPUBLICS 

T he Soviet Union made great progress in 1934, both in her 

domestic affairs and her foreign relations. The “second” 
Five-Year Plan, announced on December 30, 1933, was 
published in March, 1934. As a whole this Plan was far less drastic 
than the first one. The average annual production called for was 
an increase of 16.5%' instead of 21.6%. The light industries which 
manufacture consumers’ goods will receive greater attention than 
heretofore. 

During 1934 the Soviet Union was the only country in the 
world which steadily increased her productions. Heavy industry 
increased approximately 27%, which was 4% more than scheduled. 
Employment more than doubled, and production per worker was 
12% better than in 1933. Grain production and collections were so 
successful that the Government announced on October 24 that it had 
then 98% of the amount scheduled and an increase of 60,000,000 
bushels over the entire collections of 1933. 

The condition of the workers improved markedly in 1934. The 
Government relaxed the rigid discipline over them, permitted the 
workers greater freedom, and allowed them to participate more 
generally in social pleasures. The ration cards were practically 
abolished, and the people could buy a greater assortment of goods 
at the state stores than they had been able to for many years. On 

September 30 the Government granted millions of disfranchized 
the right to vote. 

The Union signed trade agreements with Great Britain and 
France early in the year. Sweden granted the Union an unsecured 
loan of $25,000,000 in March to be applied to the purchase of her 
products. Non-aggression pacts were signed with Estonia, Latvia 
and Lithuania on April 4. An Entente with France was concluded 
during the year. The Soviet Union was recofi^nized by Hungary on 
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February 6, by Czechoslovakia on July 19, and by Bulgaria on 
November 23. Switzerland had not extended recognition up to the 
end of the year. Relations with Germany were strained. Germany 
refused to sign the Eastern Locarno Pact, guaranteeing the present 
boundaries, and the Union made drastic cuts in her imports from 
Germany. Most significant of the Union’s new position in world 
affairs was the invitation to her to join the League of Nations. This 
she did on September 18. 

II 


JAPAN, CHINA AND MANCHUKUO 


Japan continued her commercial success during 1934. Her 
exports to the United States have been considerably increased, par¬ 
ticularly in the toy line, due to the silent boycott against Germany. 
She now sells approximately 450,000,000 yen worth to the United 
States a year. China buys very nearly the same amount from 
Japan, and Japan’s exports to India are larger than in 1929. 

Trade rivalries, particularly in Eastern Asia, were largely re¬ 
sponsible for the naval dispute between the United States, Great 
Britain and Japan. At the preliminary Naval Conference which 
opened in London on October 23, Japan demanded naval parity 
with the two other countries. When this was refused, she gave 
formal notice of the abrogation of the Washington-London Naval 
Limitation treatv. 

Japan and the Soviet Union, after several unsuccessful attempts 
to reach a satisfactory arrangement for the sale of Russia’s half of 
the Chinese Eastern Railway to Japan, finally compromised on 
$51,000,000 late in September. Thus the tension between the two 


countries was somewhat lessened. 

At the beginning of 1934 the Nanking Government held the 

central provinces of China except for the Communist regions and 
thus controlled more than half of the population. Gen. Chiang 
Kai-shek had crushed the Fukien Rebellion by the middle of Janu¬ 
ary and early in March succeeded in having the Southwest Political 
Council dissolved. He next turned his attention to the Kiangsi- 
Fukien Communist region. With a million troops he surrounded 
the region and in November captured the former capital of the 
Chinese Communist Republic. Most of the Communists had fled 
from the province before Gen. Kai-shek had opened fire, and ha 
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started toward the Szechwan Province. Although Gen. Kai-shek 
declared that the Communists had been suppressed, there were 

continued reports of battles with them. 

Relations between Nanking and Canton became increasingly 
cordial during the year. Over a hundred of the Southern faction, 
including Sun Fo, attended the plenary session of the Central Execu¬ 
tive Committee of the Kuomintang on December lo, and Sun Fo 
was one of the four elected to the presidium of the sessions. 

Japan continued to make heavy inroads in Chinese trade during 
the year. Though she finally withdrew her threat to close the Door, 
many concessions were made in tariffs which favored Japan. Also 
the Peiping-Mukden railroad service, which had been interrupted 
for more than a year, was restored and placed under the control of a 
private Sino-Japanese company. These concessions to Japan brought 
about the resignation of many prominent men in the Chinese diplo¬ 
matic service. 


On March i, 1934, Regent Henry Pu-yi of Manchukuo became 
the Emperor Kang Teh of the Great Manchu Empire. Japan, 
which practically controls Manchukuo, assured the world that this 


step did not indicate any intention of extending the Manchu 
boundaries. 


Manchukuo is developing very rapidly, and there is considerable 
rivalry among the powers in selling building materials to the coun¬ 
try. It is reported that Manchukuo has projected 2,500 miles of 
railroad to be built every ten years during the next fifty years. 
France had received by March, 1934, orders totaling over $16,- 
000,000. Manchukuo’s exports fell off considerably; but her 
imports were steadily rising, with Japan well in the lead. The 
announcement of an oil monopoly in Manchukuo with the South 
Manchurian Railway as sole distributor was met with vigorous 
protests by the United States and Great Britain. Japan not only 
Ignored the protests but took steps to gain other monopolies. 

A radical change was made in the Government of Manchukuo in 
the latter part of the year. Heretofore the country had had a “trin- 
ity Government, composed of three Japanese officials responsible 
to the Japanese Government. Now the Manchurian affairs were 
placed under the sole control of the Japanese Minister of War 
and the Government appointed to this office Gen. Jiro Minami, who 

transferred the troops from Korea to 
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III 

THE TURKISH REPUBLIC 

Turkey adopted the five-year industrial plan in January, 1934, 
which had been worked out the previous year as a result of the 
survey made by American experts of her economic conditions. It 
was expected that this plan would result in greatly increased manu¬ 
facture of goods from Turkish raw products. Machinery for the 
factories which will be built to carry out this project will be bought 
from the Soviet Union, which will set up an $8,000,000 credit 
for these purchases. 

The Balkan Pact, signed on February 9 by Turkey, Greece, 
Rumania and Yugoslavia, guarantees the present boundaries of the 
countries and provides for unified action by the signatories against 
any aggression by another country. The Council of the Balkan 
Entente held its first meeting at Ankara from October 31 to No¬ 
vember 20. Friendship treaties with Greece, Rumania and Yugo¬ 
slavia were ratified by the Grand National Assembly. Turkey was 
elected to a non-permanent seat on the Council of the League of 

Nations. 

The Mixed Commission on Exchange of Populations between 
Greece and Turkey which had been set up in 1923 finished its work 
in 1934. (For details see Greece.) The Turkish Government ex¬ 
tended an invitation to Turkish families in neighboring countries to 
return to Turkey, which was gladly accepted. To protect her own 
people, Turkey passed stringent laws barring foreigners from cer¬ 
tain professions. As a result hundreds of foreigners left during 

the year. 
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Chapter I 

GENERAL WORLD CONDITIONS 

I 

WORLD PEACE 

T he prospects for disarmament received a strong set¬ 
back during 1935 in the Anglo-German naval agreement 
of June and the subsequent naval armament race among 
leading nations. In the same year, Italy started a war against 
Ethiopia in October, 1935. 

The efforts of the United States during the year 1935 were 
directed less toward maintaining world peace than toward keeping 
America from any entanglements in warfare, by passage of a tem¬ 
porary Neutrality Act in September. Other American States also, 
like Argentina and Chile, refused to cooperate with the League of 
Nations in boycotting Italy or barring her imports. 

A hopeful sign on the way to world peace was the “good neigh¬ 
bor” policy of the United States in her relations with the Latin 
American States and with colonial possessions. The Philippines 
were started on their way to independence in November, 1935, with 
the inauguration of the Government of the Commonwealth of the 
Philippines. (See Chapter II, section III.) Another step taken by 
the United States, intended to promote economic recovery in the 
world, and indirectly world peace, was the conclusion of trade 

agreements to reduce substantially tariff and other restrictions on 
commerce. 

The United States Senate voted by 52 to 36 votes to join the 
World Court. But, as the Constitution requires a majority of two- 
thirds, the proposal was defeated and the United States did not I’oin. 
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II 

LEAGUE OF NATIONS 

The year 1935 in League affairs began with the conclusion of 
two items of old business. The Mixed Commission on the exchange 
of Greek and Turkish populations ended its two years’ work and gave 
its report to the League Council on January 14. Three days later 
the Saar affair was also concluded. Since propaganda and passion 
in the Saar district were already intense in November, the British, 
Italian, Dutch and Swedish Governments were asked to send troops 
to help the police. Foreign Minister von Neurath promised that 
Germany would neither persecute Saar residents who opposed re¬ 
union with Germany nor molest those who might wish to emigrate 
a few months after the reunion. Perfect order prevailed. By 
January 15 it was reported that 90 per cent favored union with 
Germany; nearly 9 per cent preferred the status quo; less than one 
half per cent wished to join France. On January 17 the League 
Council decreed that on March i, the territory should be trans¬ 
ferred to Germany, and appointed Baron Aloisi of Italy to head the 
committee in charge of the transfer. At Saarbrucken on March i, 
Reichs Minister of the Interior, Dr, Frick, officially received the 
territory from Baron Aloisi. 

In 1935 the work of the League was deeply influenced by a series 
of extra-League ententes made by France. Pierre Laval, French 
Minister of Foreign Affairs, began negotiations with Italy during 
December and then visited Rome, January 4-7. By the Franco- 
Italian accord signed there, the two governments agreed to cooperate 
to support the independence of Austria and in the matter of arma¬ 
ments they condemned any power that might seek to evade her obli¬ 
gations by unilateral action. In regard to Tunisia, where the Italians 
outnumber the French, Italy made large concessions of Italian rights 
to be given up during the next thirty years, and received in return 
an extension of Eritrea and the Gulf of Aden and a share in the 

Djibouti-Addis Ababa railroad. 

Laval then turned to England. By the Franco-British accord, 

the two governments proposed to Germany an air convention uniting 
England, Belgium, France, Germany and Italy against any aggressor 
by air; further, they proposed to allow Germany to rearm if she 
would first return to the League, would sign an “Eastern Locarno 
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guaranteeing her eastern frontiers, and join a scheme to guarantee 
Austrian independence. 

During April 11-14, Stresa, on Lake Maggiore, saw the con¬ 
ference of Premiers MacDonald, Flandin, and Mussolini; Foreign 
Ministers Simon and Laval, as well as various undersecretaries. 
The three powers reaffirmed the Locarno Treaty of 1925, including 
the German demilitarized zone. They declared against unilateral 
repudiation of treaties, and agreed to work for an Eastern Locarno 
and for the maintenance of Austrian independence. The Council of 
the League met April 15-16, and censured German rearmament. 

Next came the Franco-Soviet defensive alliance, signed by For¬ 
eign Minister Laval and Ambassador Potemkin on May 2. The two 
Powers agreed to send immediate aid to one another in case of un¬ 
provoked aggression against their territory, they made their treaty 
subject to the League, made it to run for five years and then, if not 
denounced, to continue indefinitely. The U. S. S. R. also signed with 
Czechoslovakia a similar defensive alliance. 

On June 18, Europe learned that Foreign Secretary Sir Samuel 
Hoare and Special Ambassador Joachim von Ribbentrop had just 
signed an Anglo-German naval treaty allowing Germany 35 per cent 
of British tonnage. (France then had more than 40 per cent.) The 
French were offended; moreover, they had long held that armaments 
should be discussed all together. Captain Eden hurried to Paris and 
Rome to explain, while the Germans were jubilant at their speedy 
success in splitting the Stresa front. 

After the German problem, the League had to deal with Italy’s 
frank aggression against Ethiopia. The border of Italian Somali¬ 
land, only vaguely defined by the treaty of 1908, was disputed by a 
hundred miles, and on December 5, 1934, there was a skirmish at 
Ualual between Ethiopian and Italian Somali troops. Rome im¬ 
mediately rejected Addis Ababa’s request for arbitration, demanded 
an apology and an indemnity, and Italian planes dropped bombs on 
two border villages to make the Ethiopians see the justice of the 
Italian demands. On January 3, 1935, Ethiopia requested action 
by the League Council under Article XL Arbitration however went 
slowly and movements of Italian troops through the Canal to Africa 
were heavy. 

Finally, on August 16-18 at Paris, Capt. Anthony Eden and 
Premier Laval conferred with Baron Aloisi of Italy and produced 
the first plan offering Italy a generous compromise. Its “maximum 
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proposals” would allow Italy the leading part in international meas¬ 
ures to reorganize the finances of Ethiopia and improve foreign 
trade, improve justice and stop slavery, promote public education and 
health, and also assign large areas of Ethiopia for Italian coloniza¬ 
tion. Mussolini, however, would hardly listen. 

By September i8 the Conciliation Committee reported to the 
Council the second great compromise to be offered Italy and Ethiopia. 
It suggested that the League supervise the reorganization of Ethiopia 
—finances, justice, police, education, health, etc.—giving Italy the 
leading part in the great work. At the same time England and 
France offered to help Italy to get some land for settlement. These 
proposals, made on September i8, were rejected by Italy four days 
later, and on September 23 accepted with qualifications by Ethiopia. 

Italy did not declare war, but on October 2 Italian forces invaded 
Ethiopia. In ten days they had taken Adowa, Adigrat and Aksum 
almost without fighting, for the Ethiopians, like the Boers before 
them, were letting the enemy advance into their territory in order to 
strain his communications. On October 7 the Council declared that 
Italy had broken Article XII of the Covenant and made war, a ver¬ 
dict ratified two days later by the Assembly, in a vote of 53 nations 
against 2; the minority, Austria and Hungary, were later joined by 
Albania. On October 11, the Subcommittee raised the arms embargo 
from Ethiopia and lowered one on Italy and on October 14 it de¬ 
clared financial boycott of Italy—hardly necessary since Italy’s credit 
had become so bad. On October 19, the Coordinating Conference 
adopted two more severe measures to be put into effect later: an 
embargo on key materials to Italy and a boycott of all Italian 
exports. 

Meanwhile the foreign offices (as well as the League) were urg¬ 
ing Mussolini to be moderate. On December 7, Foreign Secretary 
Hoare and Premier Laval agreed on the third compromise to be 
offered to the two states and the one most favorable of all to Musso¬ 
lini. Though Italy was denied the coveted eastern corridor across the 
Djibouti railway, she was offered control of the southern half of 
Ethiopia including some good highland country, and most of Tigre 
at the north in exchange for the port of Assab and a corridor thereto. 
Accepted by the British Cabinet on December 10, the Hoare-Laval 
plan then drew an outcry from the nations of the League, especially 
Mexico, Sweden, Canada, South Africa, and the Little Entente. 
There arose a storm of public protest in France and England. On 
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December i8 Secretary Hoare resigned, Premier Laval received a 
thin vote of confidence, and the League Council listened to the plan 
unsympathetically. Next day the Council and the Subcommittee 
each dropped the plan in very few minutes. 

Ill 

WORLD ECONOMICS 

In a few countries, marked changes took place in the economic 
structure during 1935. Belgium, formerly a member of the gold 
bloc, found the pressure on her gold reserve so great that in March 
she devalued her currency to 72 per cent of its former value. Imme¬ 
diately, gold returned to the country and prices rose, unemployment 
decreased and production increased. France was twice forced to 
stop the outflow of gold by raising the discount rate. Conditions in 
Switzerland and the Netherlands were similar to those in France: 
seepage of gold from Switzerland stopped in July, but for the 
Netherlands continued throughout the year. 

In Germany, which, like Italy, has a quasi-gold standard, prices 
rose very slowly in 1935. The Reichsbank gained only a little gold 
and its loans to industry advanced somewhat. The most important 
change in Germany, however, was a marked tendency to shift pro¬ 
duction from consumption goods to capital goods, and heavy indus¬ 
tries were particularly active. The improvement, instead of restor¬ 
ing a balance in production, seems to have caused a real shortage of 
consumption goods, especially foodstuffs. 

In Italy, conditions were influenced by the war with Ethiopia and 
the imposition of sanctions by members of the League of Nations. 
Wholesale prices, which were rising in the first part of the year, shot 
upward in the autumn. The wholesale index (1913=100), which 
stood at 272 in January, rose to 310 in August and 330 in Septem¬ 
ber. There was a continuous drainage of gold from the banks, and 
the exchange rate of the lire, in spite of the rigorous controls, de¬ 
clined. Money rates reflected the general tenseness and rose from 
3J^ per cent in March to 5 per cent in December, both at the 
central bank and in the open market. 

Countries of the sterling bloc maintained or improved upon the 
recovery of the preceding year. The currencies have been relatively 
stable. In Great Britain especially there has been an advance in 
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wholesale prices, production and in exports. Slow but constant re¬ 
covery was apparent throughout all the Scandinavian countries. 
Movements in Canada, however, were more rapid. Business activity 
stood at 83 per cent of the estimated normal in November compared 
with 75 per cent in 1934; export trade increased considerably and 
mineral production rose 11 per cent in value. The only unfavorable 
development of the year was the decline in cash farm income, caused 
by lower prices for coarse grains and fodder. 

Economic conditions in the United States continued to show 
definite improvement. Gold imports have increased at an unprec¬ 
edented rate with one and a half billion dollars coming in during the 
first eleven months. Loans have declined and the banks have in¬ 
vested even more heavily in securities, chiefly Government securities. 
Despite the vast basis for inflation, little has occurred as yet. Except 
for farm products there has been practically no change in the whole¬ 
sale price level this year. Production increased moderately but fairly 
continuously, and employment and payrolls have both increased. 
Industry has shown substantial if not spectacular gains, which are all 
the more encouraging in that they are shared by the heavy industries 
which were not affected in 1934. In 1935, crops were successful 
and farm income was 12 per cent above that of the year 1934. The 
effects of the great drought were still felt in the increasing cost 
of living. 

In Japan, financing of military operations in China seems to have 
caused a boom. Prices have risen, production has increased over 
even last year’s high level and exports increased rapidly. The banks 
have augmented their gold reserves, but the security markets have 
been adversely affected. China, on the other hand, has had great 
pressure on its currency. A central reserve bank for China was 
established, silver was nationalized and notes of the Government 
banks were made full legal tender. In November, the wholesale 
price index rose to 104 and a slow export recovery was 
experienced. 

Conditions in South America have been fairly stable, though 
there can be no great progress there until world trade revives. Only 
Brazilian and Colombian currencies have declined sharply, while that 
of Ecuador rose early in the year. In most countries, prices have 
declined a little and production has increased. The coffee situation 
in Brazil has improved with the steadying of prices, while Colombia 
is also turning to the development of coffee. 
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IV 

PROGRESS IN AVIATION 

A new air mail law extended the jurisdiction of the Interstate 
Commerce Commission in air transport matters, and reversed some 
of the most far-reaching of the prohibitions that had followed the air 
mail cancellation of the previous spring, but the basic policy of re¬ 
garding the development of passenger and express movement by air 
as an incidental and almost accidental consequence of the Post Office 
Department’s interest in expediting the mails remained unchanged. 
The financial position of the lines was strengthened somewhat by the 
Interstate Commerce Commission’s use of its power to adjust rates, 
but practically all of the major units showed losses on the year’s 
business. 

Very early in the spring. Pan American Airways sent out an 
expedition to pave the way for a trans-Pacific service. Within three 
months, the barren reefs (Midway and Wake Islands) were 
equipped with landing stages, power-plants, repair shops and the 
public utilities of a village, with comfortable living quarters and 
recreational facilities, and the construction of hotels for the over¬ 
night accommodation of passengers was about to be started. Six 
months later, the China Clipper, over 50,000 lbs. gross weight and 
with a cargo of mail, rose from the waters of San Francisco Bay, 
to land six days later at the Philippine capital. At the end of 1935, 
negotiations were under way for an extension of the service to 
Portuguese Macao, on the China coast, and for the opening of a 
lateral line diverging from the present one in mid-Pacific and ter¬ 
minating at New Zealand. 

Sir Charles Kingsford-Smith’s disappearance at sea in the course 
of a flight from the Asiatic mainland to Australia followed, by a few 
months, the death of Wiley Post, circumnavigator extraordinary. 

It was a bad year for airship enthusiasts. The U. S. S. Macon 
went down in February, a few miles off San Francisco, victim of a 
structural failure never satisfactorily explained. The Graf Zeppelin, 
however, continued in regular commercial service across the south 
Atlantic, and steady progress was made toward the completion of 

LZ i2p. 

The Army and Navy made assiduous preparations for increasing 
their air force strength; the former acquiring a brand-new organiza- 
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tion, and the latter commissioning a new aircraft carrier. TheTe 
seemed little doubt in the state of world politics or in the temper of 
American emotions that the American air force, in the very near 
future, would have been raised to at least double in order to keep 
pace with the general development of world air power. During the 
spring, Germany revealed a force already well started and growing 
rapidly; France and Italy were about to undertake modernization 
and re-equipment, and Great Britain gave up any hope of air force 
limitation. 
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Chapter II 

THE UNITED STATES 


I 

RECOVERY AND LEGISLATION 

I N ALMOST every line of economic endeavor in the nation 
encouraging advances were made during 1935. Based on any 
possible index, the dividend record was the best since 1930. 
Better earnings, reflected in larger dividends, swept the value of 
stocks upward with most classes showing an increase in valuation 
running well over 30 per cent. Improved conditions were also evi¬ 
dent in agriculture. On December 18, the Department of Agricul¬ 
ture announced that the combined cash farm income for 1935 would 
be approximately $8,110,000,000 or 12 per cent more than in the 
year previous. With this was an increase of 41,000,000 acres in 
the total area harvested. An increase in prices was evident in almost 
all commodities. 

Some gains in employment had been registered, chiefly in the last 
six months of the year and the press contained many announcements 
of wage increases. Nevertheless, extremely conservative figures put 
the unemployed in November, 1935, at 9,177,000, a reduction of 
only 10 per cent from their figure of 1934. 

Despite promises a year earlier that the budget for 1936 would 
be balanced, the President estimated his budget at $8,520,000,000, 
of which $3,938,000,000 was for regular purposes and the remainder 
for relief and recovery. The estimated deficit would be $4,528,- 
000,000 and the total appropriations of Congress reached the record 
estimated figure of $10,250,000,000. To carry on projects of relief 
and recovery the Administration asked for a lump sum of $4,800,- 
000,000 for work relief to be spent at the discretion of the President, 
and after some opposition in the Senate, the bill was passed. 

To deal with the Supreme Court decision in the Schechter case 
which invalidated the NIRA by declaring that its code-making pro- 
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visions constituted an unlawful transfer of legislative powers from 
Congress to the President and his appointees, an NRA Extension 
Act (approved June 14) was rushed through, continuing the NRA 
where legally possible in skeletonized form, until April i, 1936. To 
bring the farm program within the limits of constitutionality, a long 
amendment was written to the Agricultural Adjustment Act (ap- 
proved August 24) which sought to confine the program strictly to 
interstate and foreign commerce, provided for continuance of crop 

control, subsidies to complying farmers, and added potatoes to the 
crops subject to control. 

Of all the legislation passed by the Seventy-fourth Congress, the 
most far reaching was probably the Social Security Act (approved 
August 14). Primarily the bill provided for a system of old age 
benefits to aged, needy persons over 65 years of age by Federal 
grants on a fifty-fifty matching basis with the states, except that the 
Federal Government’s share in no case would exceed $15 a month. 
More important than this was the scheme which provided for a con¬ 
tributory old age pension system to be paid for by an income tax on 
employees and a payroll tax on employers beginning with i per cent 
in 1937 and rising each three years until 1949 when the contribution 
from both would be 3 per cent. 

Of great significance to labor (if its constitutionality could be 
maintained) was the Wagner-Connery Labor Relations Act (ap¬ 
proved July 5), which attempted to re-enact, clarify and make per¬ 
manent the labor policy which had been laid down in the NIRA. 
The act in general sought to promote equality of bargaining powers 
between employers and employees and to diminish the causes of labor 
disputes. To enforce this act a permanent National Labor Relations 
Board, replacing the old temporary board of the same name, was set 
up. The Guffey-Snyder Coal Act created a National Bituminous 
Coal Commission to formulate a coal code and authorized operators 
to establish district organizations with the power to determine dis¬ 
trict regulations even to fixing minimum prices. Labor was given 
the right to collective bargaining and a Bituminous Coal Labor 
Board was set up to see that such right was exercised. The con¬ 
sumer was to be protected by a consumers’ counsel. The Wagner- 
Crosser Rail Retirement Act (approved August 30) was a reenact¬ 
ment of the former Railroad Retirement Act which had been 
declared unconstitutional. The new act established a system of 
retirement annuities for railroad workers who have reached the age 
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of 65 or for any others under that age but over 50 who have had 
30 years’ service with the rail carriers. Of interest to 123,000 
postal employees was the McKellor-Mead 40-Hour Mail Act (ap¬ 
proved August 14) which gave them a 40-hour week. 

In the realm of agriculture, the Tobacco Inspection Act (ap¬ 
proved August 25) sought to promote the use of standards of classi¬ 
fication for tobacco and provide and maintain an official tobacco in¬ 
spection service, while the AAA Rice Amendment Act (approved 
March 18) made it possible to levy a processing tax on rice on April 
I, 1935, rather than on August i. The new Frazier-Lemke Farm 
Mortgage Act (approved August 30) definitely allowed farmers 
threatened with foreclosure and unable to obtain relief through 
methods of conciliation to go into bankruptcy, and it then provided 
methods to safeguard them. The Soil Erosion Act (approved April 
27) set up a Soil Conservation Service which was to take over and 
utilize the Service temporarily established for conservation. 

In the field of banking, important changes were made in the 
direction of greater Federal power over money and credit by the 
Banking Act of 1935. The act reorganized the Federal Reserve 
Board into a seven-member board, changed the name to that of the 
“Board of Governors of the Federal Reserve System,” eliminated 
the Secretary of the Treasury and the Comptroller from ex-officio 
membership and created a Federal Open Market Committee (effec¬ 
tive March i, 1936). The temporary law, expiring August 31, 
1935, fully insuring bank deposits up to $5,000 was made per¬ 
manent and all state banks with deposits of $1,000,000 or more were 
required to join the Federal Reserve system by 1942. 

Quite as important, perhaps, for the so-called “forgotten man” 
was the Home Mortgage Relief Act (approved May 28) which 
liberalized the Federal Home Loan Act in a number of ways. 

Congress, turning its attention to shipping and air service, by the 
Coastwise Trade Act (approved July 2), amended the Merchant 
Marine Act of 1920 to help American ships by prohibiting the fol¬ 
lowing classes of vessels from engaging in the coastwise trade: 
vessels built in the United States or documented under the laws of 
this country and later sold to foreign owners; vessels built in the 
United States for foreign countries or foreign purchasers. The Air 
Mail Act (approved August 14) is of some significance since it 
liberalized the Air Mail Act of the previous year, and directed the 
Interstate Commerce Commission to determine fair and reasonable 
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rates of compensation for carrying air mail but placed the burden 
of establishing the insufficiency of existing rates upon the contractor. 

No piece of legislation received more publicity or aroused more 
controversy than the Utilities Holding Company Act (approved 
August 26). This legislation provided for the compulsory dissolu¬ 
tion by 1940 of all “intermediate concerns.” In the bill as passed 
the Federal Government w^as given the same control over public 
utility operating companies as is exercised by state authorities. 
Holding companies beyond the second degree were prohibited and 
all holding companies were required to distribute voting power 
“equitably.” Profits in intra-system service were forbidden and the 
Federal Power Commission received authority to regulate rates and 
business practices of utilities doing an interstate business. 

Another significant act in the field of public utilities passed by 
this Congress was the Tennessee Valley Act (approved September 
i). Principally, it gave to the TVA definite sanction to sell surplus 
power, a right which had been challenged in the courts, and affirmed 
its right to sell electricity to states, counties, municipalities and non¬ 
profit organizations within transmission distance from its dams, at 
the same time authorizing the TVA to utilize its yet unused bond 
issues of $50,000,000 for loans to states, counties or municipalities 
to enable them to acquire existing electric distribution facilities. 

At the very end of the session Congress finally passed the Rev¬ 
enue Act (approved August 31), which raised the taxes on estates, 
gifts and incomes. The latter began with a surtax of 31 per cent in 
the bracket of net incomes between $50,000 and $56,000, graduating 
upwards to 75 per cent on incomes of over $5,000,000. Graduated 
increases were also placed on the incomes of corporations and excess 
profits while increases were made in the capital stock tax, upon inter¬ 
corporate dividends and upon the undivided profits of personal hold¬ 
ing companies. 


H 

SUPREME COURT DECISIONS 

By 1934 certain acts of the New Deal legislation had moved up¬ 
ward from the lower courts, and it became quickly evident that the 
Supreme Court was destined to play a role in American government 

as important as any in its long history. 
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The first case involving the constitutionality of the New Deal 
legislation was decided January 7 when, by a stand of 8-1 (Associate 
Justice Cardozo dissenting), the Court held invalid Section 9c of 
the NIRA, which authorized the President to bar transportation 
across state lines of oil produced in excess of state quotas, as an un¬ 
warranted delegation of legislative powers. The Administration 
sought to discount the decision and Congress, by the “Hot Oil” Act 
(approved February 22), definitely forbade interstate shipment of 
contraband oil, provided for confiscation of illegal petroleum, but 
authorized the President to lift the prohibition of interstate move¬ 
ment of such oil when the amount of petroleum or petroleum 
products moving in interstate traffic became too limited to supply 
the steady demand. 

On February 18 came the long awaited decision on the gold 
clause. The cases before the Court on this matter actually involved 
three issues: (i) whether Congress had the power to set aside the 
obligation incorporated in many private contracts to pay interest and 
principal in gold or some other particular type of coin or currency; 

(2) was the holder of a Federal gold certificate entitled to payment 
in accordance with terms of the gold obligation or equivalent, and 

(3) was the holder of a Liberty Bond entitled to payment in gold? 
On the first point the Government was upheld, and on the second 
and third issues the plaintiff was refused access to the Court of 
Claims on the ground that he had shown no actual damage. The 
decision on these issues was 5 to 4. 

In May came a 5-4 decision invalidating the Railroad Retirement 
Act (Justices Hughes, Brandeis, Stone and Cardozo dissenting). 
The conclusion of the majority was based essentially on two points: 
first, the act violated the due process clause “by taking the property 
of one and bestowing it upon another” and, second, it was a misuse 
of the interstate commerce power. 

Two decisions, both unanimous, on May 27, marked a notable 
victory for the opponents of the New Deal. The first decision, read 
by Justice Brandeis, declared the Frazier-Lemke Act unconstitu¬ 
tional on the ground that it violated that provision of the Fifth 
Amendment which declares that private property shall not be taken 
for public use without just compensation. In the Humphrey case 
the power of the President to remove a member of the Federal Trade 

Commission (William E. Humphrey) was denied by the Supreme 
Court. 
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III 

PROGRESS OF RELIEF AND FINANCE 

In the year 1935, the Public Works Administration brought to a 
substantial completion the first public works program which had com¬ 
menced in the summer of 1933 with a Congressional appropriation 
of $3,300,000,000 and an additional grant of $400,000,000. It also 
made a good start in assigning the $4,800,000 voted by Congress in 
April to finance the projects of a second public works program. That 
these projects were well distributed is evidenced from the fact that 
the PWA had started work in 3,040 out of the 3,073 counties in the 
nation. Of particular interest is the fact that one half of the local 
projects in the second program are school construction. 

Among special items which were felt in the relief program were 
the continued enthusiastic support by the Administration of the CCC 
camps which were taking care of between 300,000 and 400,000 
youths, the establishment on June 26 of the National Youth Admin¬ 
istration which looked forward to putting at least 94,000 young per¬ 
sons to work and the reestablishment of the benefits to war veterans 
which had been enjoyed prior to the economy act of 1933. Federal 
officials were earnestly seeking to spread relief among all crafts and 
professions. One example can be seen in the announcement of 
December 15 that the WPA had found jobs for more than 8,000 
musicians formerly on relief. On March 8, nevertheless, there were 
still 20,500,000 on the Federal or state relief rolls. 

On the whole, the financial policy of the Government tended to 
strengthen the movement toward recovery. Except for inability on 
August 29 to float to the maximum the $100,000,000 issue of Fed¬ 
eral Farm Mortgage Corporation bonds, the Government had little 

difficulty in carrying on its financial operations. 

More significant, perhaps, were the unemployment compensation 
laws, passed in 9 states and new old age pension laws in ii. At the 
end of the year, 10 states had unemployment compensation laws and 

39 had some type of old age pension laws. 

For the first time in six years economic prophets and business 

forecasters greeted the new year with enthusiasm. In 1935 there 
were no sharp recessions in trade, the national income was 10 per 
cent over that of 1934, and the balance of payments in foreign 

trade was still favorable. 
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IV 

FOREIGN AFFAIRS 

Impending war in Africa led Congress at the very end of the 

session to pass a 

by Senator Nye, chairman of the Munitions Investigation Commit¬ 
tee which directed that in the event of outbreak of war between for- 
eio-'n states it would be unlawful to export arms, ammunition or im¬ 
plements of war from any place in the United States or its posses- 
Lns to any part of such belligerent states or to any neutral port for 
transhipment to, or use of, a belligerent country. Restrictions were 
placed on manufacturers, exporters or importers of arms, munitions 
or implements of war. If, when the United States is a neutral, the 
President finds that the “maintenance of peace” and the ‘ security of 
the United States” are sufficiently involved, “no citizen of the United 
States shall travel on any vessel of any belligerent nation except at 
his own risk” unless in accordance with rules proclaimed by the 

President, 

At the same time Congress passed the largest peace time military 
budget in our history. The War Department Supply Act (approved 
April 9) appropriated $401,998,170 to the War Department, and the 
Naval Supply Act (approved June 24) carried direct appropriations 
of $458,684,379 with the total, by reappropriations, amounting to 

$466,184,379. _ , . ^ . 

Congress, on April 10, set up a special Mexican Claims Commis¬ 
sion to examine and adjudicate all claims of the nationals of the 
United States against Mexico. 

Relations with Europe showed little change during the year. 
The only nation to make payment on the war debts continued to be 
Finland. Some resentment against Russia was evidenced in a note 
from Washington to Moscow charging that the transactions of the 
Third International had violated the pledge given to the United 
States on November 16, 1933. Japanese aggressions in China finally 
led the State Department to invoke the various covenants guarantee¬ 
ing the territorial and political entity of China. 

In keeping with the American policy of isolation came the rejec¬ 
tion of American participation in the World Court on January 30. 
The Senate Foreign Relations Committee had favorably reported 
such a move on January 9 and adherence was strongly favored by 
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the Administration. Failure to join the World Court was generally 
laid to the intensive propaganda carried on in the Hearst newspapers 
and by Father Coughlin in his radio speeches. Nearly 40,000 tele¬ 
grams against adherence were received in the two days preceding the 
vote. To promote foreign commerce, seven reciprocal trade agree¬ 
ments were signed with; Brazil (February 2), Belgium (February 
27), Haiti (March 28), Sweden (May 25), Colombia (September 
13), Canada (November 15) and Honduras (December 18). Be¬ 
cause of the volume of trade between the two countries, Canadian 
concessions included a reduction of rates of duty on 180 commod¬ 
ities and a guarantee of the lowest rates for any non-British country 
on 767 items and sub-items on the Canadian schedules. On her 
part, the United States made large reductions in tariffs, particularly 
in the duty on agricultural products, lumber and whiskies. 

As the year drew to an end, the London Naval Conference con¬ 
vened. The American delegates were Ambassador-at-Large Norman 
H. Davis, Admiral William H. Standley, Chief of Naval Opera¬ 
tions, and Under-secretary of State William Phillips. As all of the 
nations concerned had in one way or another made fairly clear their 
naval ambitions, which were evidently irreconcilable, and as Japan 
demanded equality with Great Britain and the United States, there 
was general pessimism as to the results of the Conference. 

On February 8, 1935, the Constitutional Convention adopted the 
new Constitution of the Philippine Commonwealth to launch the 
Islands on their autonomous career preparatory, according to the 
Tydings-McDuffie Act, to full nationhood in 1944- The Common¬ 
wealth Constitution was signed by President Roosevelt on March 23, 
submitted to plebiscite of the Philippine people May 14 and ratified 
by a heavy majority, thereupon going into effect. On November i5) 
Manuel Quezon was inaugurated President. 
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LATIN AMERICAN COUNTRIES 

I 

THE GRAN-CHACO WAR AND THE LETICIA DISPUTE 

I N THE Gran-Chaco conflict, Paraguay, by failing to accept 
arbitral recommendations, was placed under an arms embargo. 
Paraguay withdrew from the League and pushed military opera¬ 
tions with success. Paraguayan forces captured Charagua on April 
i6. Chile and Argentina resumed efforts at neutral mediation and 
invited the United States to take part. On June 12, a conference at 
Buenos Aires secured a truce between the belligerents, tending to¬ 
ward a permanent settlement. Each government is actuated some¬ 
what by domestic political considerations and there have been delays 
in repatriating prisoners of war. There are some 50,000 square 
miles of territory at stake. 

The Rio de Janeiro Protocol of Peace, Friendship and Coopera¬ 
tion which ended the Leticia controversy between Colombia and 
Peru, signed May 19, 1934, was approved by the Peruvian Congress 
November 3, 1934, and passed the Colombian lower house, but failed 
to be ratified in the Colombian Senate. The time limit for ratifica¬ 
tion, at the request of the Colombian Government, was extended to 
November 30, 1935. The Colombian Congress was dissolved, and 
on September 20, 1935, a new Congress completed ratification. 


II 

CARDENAS CONTROL IN MEXICO 


President Lazaro Cardenas startled the world by breaking with 
Calles, “Chief of the Revolution.” General Calles, who unques¬ 
tionably could have precipitated open warfare, retired to Cali¬ 
fornia. President Cardenas then forcibly destroyed the fifteen-year 
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dictatorship in Tabasco of Tomas Garrido y Canabal, a corrupt, anti- 
Catholic politician who had organized his own band of Fascists, the 
Red Shirts. In four other states, Tamaulipas, Queretaro, Colima, 
and Sonora, Cardenas took similar measures. 

Throughout the year, the religious issue remained active. On 
October i8, fourteen of the Mexican hierarchy sent a petition of 
moderate tone to Cardenas expressing desire to assist in national 
welfare and asking certain modifications of the existing clerical legis¬ 
lation. The President replied on November 5 that the separation be¬ 
tween education and religion would be enforced but that the Govern¬ 
ment was not hostile to religious teaching in the home and in church. 

A clash occurred in November between Communists and Gold 
Shirts, a new Fascist organization, in which five were killed and 
thirty-four wounded in Mexico City. The Government had suffered 
annoyance from the Gold Shirts for some months and has curbed 

their activity. 

Ill 

THE CENTRAL AMERICAN REPUBLICS 

The grievance of Panama against the United States over the 
payment in devalued dollars of the annual rental of $250,000 for the 
Canal Zone received attention in the new treaty of August 15. The 
new treaty, not yet ratified, revises the 1903 treaty and ends United 
States intervention in Panama to maintain order and obligation to 

guarantee the independence of Panama. 

A new National University of Panama was opened September 

30. Dr. Octavio Mendez Pereira is the Rector. 

Though it would be unconstitutional for him to serve another 
term. President Carias of Honduras showed his intentions to do so 
when he expelled from Congress two anti-reelectionists. General 
Anduray and Professor Ramiro Carvajal, and drove them out of 
the country. He retains only the backing of the Government em¬ 
ployees, but probability of revolution is slight since his opponents 
have no arms. The Honduras-United States reciprocal trade agree¬ 
ment was signed on December 18, 1935. _ 

In Salvador, the dictatorship of General Maximihano Martinez 

has continued, with the army a strong element in his control. It was 
reported in the Nicaraguan press that Salvador had granted “Shjng 
rights in the Gulf of Fonseca to a Japanese company and that 
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Japanese ships had been taking soundings in the Gulf where Nic¬ 
aragua had given the United States the right to construct a naval 

station. This was denied by the Salvador Government. 

The coffee market determined business conditions in the republic. 
Germany imposed restrictions in the interest of stimulating sales of 
German goods in Salvador and took less coffee than usual. This 
was offset by enlarged shipments of coffee to the United States 
Italian and Spanish consumption of Salvadorean coffee was reduced 
and Salvador retaliated by setting up a three column tariff to favor 
importing countries which used Salvadorean products. In Septem¬ 
ber, 1934, the new Central Reserve Bank and the Mortgage Bank 
(established in December, 1934) began to handle exchange and 

borrowing respectively. 

The administration of President Ricardo Jimenez of Costa Rica 
in July sent a delegation to New York to discuss with the Foreign 
Bondholders Protective Council an adjustment on Costa Rican dollar 
bonds which have been in default since i^^2. An agreement was 
reached which provided that if in any year Governmental revenues 
should exceed 29,000,000 colones, such excess should be used to 

reduce the internal debt. 

IV 

SOUTH AMERICAN COUNTRIES 


Evidences of opposition to the dominance of President Augustin 
Justo of Argentina increased during 1935. Sharp criticism of the 
Dictator’s control of national and provincial elections and an alterca¬ 
tion in the Senate in July indicated that political parties showed a 
reviving spirit. The press, in particular La Prensa and La Nacion, 
made charges of fraud and coercion against the dictatorship and 
Argentinian newspapers were placed under censorship. In July, the 
Administration decreed that foreign correspondents and news agen¬ 
cies must post bonds to ensure Government approval of dispatches. 

Growing out of the Chaco situation were several periods of ten¬ 
sion between Argentina and Chile, which lessened as the conflict 
ended and as Chilean domestic politics improved. With Bolivia 
there arose controversies over a frontier section and over an oil pipe¬ 


line, neither of which became serious. The trade agreement between 
Chile and Peru brought Argentinian protests and Argentina retali¬ 


ated by increasing duties on Peruvian oil imports by 50 per cent. 
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Efiorts to secure a world wheat agreement in March, 1935, and 
again in May met with Argentinian disapproval and the quota plan 
collapsed. The Government successfully followed its price policy 
and pegged prices for grain and meat in 1935. 

On November 24, 1935, a revolt against the government of 
President Getulio Vargas broke out in Rio Grande do Norte, and 
quickly spread to other parts of northern Brazil and to the capital. 
The Government crushed the uprising with severity and declared 
martial law for sixty days. The Fascists, Integralistas, have grown 
to an estimated strength of between 500,000 and 700,000. The 
National Security Law passed in April struck at the party by out¬ 
lawing its green-shirted militia. 

The reciprocal trade agreement with the United States was signed 
on February 2, 1935, and, after some delay in the Brazilian Senate, 
was ratified on November 15. Despite the Government’s reassuring 
statements of economic conditions, it has not balanced its budget 
nor been successful in handling exchange or freeing assets. 

Bolivia confronted tangled domestic politics through part of 
1935. In March, the Socialist, Nationalist and Liberal parties pro¬ 
posed to extend the term of President Sorzano for the duration of 
the Chaco war and on August 2 his term was fixed—unconstitution¬ 
ally—for one year from that date. 

On September 11, Tejada Sorzano announced a contract with the 
German company of Hochschild for a hydroelectric development 
using water from Lake Titicaca. This $25,000,000 construction will 
provide electrification for Bolivia’s railways, water for irrigation, 
and power for smelting low percentage minerals. Another conces¬ 
sion for a rubber factory in Bolivia, using Bolivian rubber, was 
granted to interests from the United States. 

In March, the Chilean Government criticized sharply Argen¬ 
tina’s conduct of Chaco negotiations, and there was irritation be¬ 
tween the two countries over the Chilean-Peruvian trade treaty. 

Growing out of the Government’s efforts to control exchange 
was a spectacular suit against the Chilean Electric Light and Power 
Company. The Company was indicted on October 26 on charges 
of illegal purchase of foreign exchange and consequent covering up 
of profits. At the end of a month’s trial, marked by excitement in 
the press, the court assessed fines of a total of over $7,ooo,cxX) and 
sentenced individual defendants to prison terms. Following confer¬ 
ences, an agreement was reached which virtually nationalizes all elec- 
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trie properties in Chile, and in return secures abrogation of the suit 

and sentences by the Alessandri government. 

Economically, Chile made substantial advances, with gold pro¬ 
duction increasing and with copper and nitrate exports reaching 
greater volume. The debt situation has received attention from the 
Chilean Congress and from the Public Debt Amortization Bureau. 

President Lopez called the Colombian Congress in special session 
for January i, 1936, to consider amendments to the Constitution 
and to further his program of social reform. Colombian immigra¬ 
tion quotas were fixed in August, with limits set at five persons 
annually from each of eleven nations and with ten as the quota for 

five others (including Russia and Greece). 

Colombia’s economic situation evidenced improvement during 
1935. On September 13, a reciprocal trade agreement was signed 
with the United States; resembling in terms the other Latin-America 
3^gj"ggrnents, it reduces Colombian duties on numerous com¬ 
modities from the United States and guarantees favorable treatment 
of Colombian exports to the United States. War conditions ac¬ 
counted for heavier exports of oil to Italy. 

On August 20, President Jose Maria Velasco Ibarra, due to his 

attempt to become dictator of Ecuador, was arrested by the army 
and deposed. The next day the army placed Premier Antonio Pons 
in the presidential office, but on September 27 he resigned, having 
aroused little popular support. After some confusion, the army 

leaders made Federico Paez dictator. 

General Oscar Benavides of Peru has used repression to combat 


the mounting force of Aprismo, whose founder, Haya de la Torre, 
and other leaders have gone into hiding. Since the Roosevelt Admin¬ 
istration has ceased intervention, Apra has found the anti-imperialist 
slogan less apposite and Haya de la Torre has reached a hand toward 

the United States and England for financial support. 

A minor frontier problem with Ecuador over the Tumbez line 
and the Zarumilla River valley has been referred to arbitration by 
the Peruvian Government and goes to the World Court. 

The depression affected Peru less than other South American 
countries which lack her diversification of products. With the third 


largest production of silver in the world, Peru profited from the 
American silver policy; England uses most of Peru’s cotton, and 
Chile is a steady purchaser of Peruvian oil and sugar, with the 
Chilean-Peruvian trade treaty expected to improve this relationship. 
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Japanese sales campaigns have aroused criticism since Japan takes 
few Peruvian products; accordingly the Government set up quotas 
for textile importation in July, allotting England 845,000 kilos of 
cotton goods, the United States, 476,000 and Japan 204,000 kilos. 

After three years of inactivity, the University of San Marcos 
which was founded in 1551, has reopened. 

In Venezuela, General Juan Vicente Gomez died on December 17, 
1935, ending an uninterrupted dictatorship of twenty-seven years. 
His record was unique, not in the pattern of ruthless repression and 
universal espionage by which he maintained power, but in the shrewd, 
unostentatious, economical way he directed Venezuela’s affairs and 
in the development of the foreign-operated petroleum industry. But 
there have been confusion and turmoil in Venezuela since the old 
Dictator died. The Cabinet promptly chose the Minister of War, 
General Eleazar Lopez Contreras, as Provisional President and a 
pliant Congress confirmed the selection in a turbulent session on 
December 31. President Contreras seems to be making an effort to 
reshape the Gomez machine in his own hands. 

On January 28 widespread revolts broke out in Uruguay against 
the three-year dictatorship of the former champion of reform legis¬ 
lation, President Gabriel Terra. An exiled general, Basilio Munoz, 
returned from Brazil to head the revolt, but early in February the 
Government reestablished control. Later, President Terra was 
slightly wounded by a political opponent who fired at the Dictator 
while he was entertaining President Vargas of Brazil. Not uncon¬ 
nected with this tension in internal politics was the Terra Govern¬ 
ment’s dramatic severance of relations with Soviet Russia on Decem¬ 
ber 27. Uruguay charged that the Soviet legation at Montevideo 
had engaged in subversive Communistic activities in other South 
American states and that Brazil had protested to Uruguay, blaming 
the Rio Grande do Norte revolt on inspired Communist plotting. It 
is clear that Communism has nothing to do with either the anti- 
Vargas or anti-Terra movements. 

V 

ARMY RULE IN CUBA 

The Provisional Presidency of Mendieta continued almost 
throughout the year 1935, and prolonged the Cuban political dis¬ 
order and social unrest. A feeling of frustration regarding the long- 
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delayed agrarian and other reforms was one of the causes of a pn- 
S strik? which, starling with a walk-out of students and teachers 
in February grew to such proportions that by March 8 a total o 
50,000 Government employees and some 400,000 to 500,000 workers 

*“BrSlop«ng violent measures, the Government was able to break 
the strike by Mareh 13. All civil rights were suspended The death 
penalty was prescribed for all those interfering with any public 
Lrvices. Hundreds of workers were arrested. All but the primary 
schools were closed. Participating labor unions were dissolved. 

Army rule was established in all the provinces Oppositip pws- 
papers were 

Badsta rule, for the first time in the history of the Republic, civilians 

have been executed by military firing squads. , . i 

The growing consolidation of the power of the army, together 

with the Mendieta Cabinet’s progressive loss of popular support, 
have led to charges of a Batista dictatorship. The political line-up 
for the general elections postponed to January lo, 1936, consisted ot 
the National Democratic party, with Gen. Mario Menocal as its 
nominee, and a fusion of the Mendieta Nationalists and the Re¬ 
publicans, with Miguel Gomez as their joint candidate. The Liber¬ 
als the party of ex-President Machado, were split into two facti^s, 
one supporting Carlos Manuel de la Cruz, the other Gomez^ The 
impasse was finally settled by inviting President Harold W. Dodds, 
of Princeton University, to suggest a solution. His formula gave 
the Gomez-Cruz electors freedom to choose between the two candi¬ 
dates. On December 18 they voted to back Gomez, thus eliminating 
the candidacy of de la Cruz. Only the traditional parties, therefore, 
would participate in the January elections, the National Democrats 
and the Liberals. Menocal insisted on the resignation of Mendieta 
prior to the elections, and on December 11 the latter relinquished the 
Provisional Presidency to his Secretary of State, Jose A. Barnet, a 
man with no party affiliations. 

The year brought marked economic improvement to Cuba, due 
chiefly to the United States policy of active cooperation. Sugar 
prices rose in October, I 935 i bisi^ 2.72 cents, a jump from 
an average price on the New York market in May, I 934 > 0.78 

cents per pound, and in contrast with a “world” price on the London 
market of only 1.05 cents. In the 12 months that the Cuban-Amer¬ 
ican trade agreement of August, 1934, has been in effect our exports 

© Collier, 1936 



24 


THE HISTORY OF NATIONS 


to Cuba have increased 58.8 per cent in value, our imports 
ing sugar, 42.5 per cent. ^ 

The increase in imports of consumption goods suggests an im 
provement m living standards. Wage levels tended to rise in loTc 
a standard of one peso for an eight-hour day being established^in 
Havana and of 80 cents elsewhere. Other social legislation the en 
forcement of which is a matter of dispute, provided maternity in¬ 
surance and regulated the work of women and minors. 

Resumption of payments on the foreign debt was authorized in 
tne 1935-30 budget. The general economic improvement is reflected 
m the increase m Government revenues and budget appropriation 
which have junyed from $41,916,000 for 1933-34 to $6^,125,00^ 

for 1935-36. Of the last budget, 22.3 per cent was allotted to the 
army and navy, a total of $14,536,000, as compared with $1,209 000 
for agriculture and $2,032,000 for education. 


The Government has continued to follow a policy of currency 
expansion, and in 1935 authorized credits for the coinage of $10 - 
000,000 worth of silver pesos, in addition to the same amount au¬ 
thorized m 1934. The report of Earl B. Schwultz, an expert sent to 
Cuba by the Reconstruction Finance Corporation at the request of 
President Mendieta, proposed the issuance of paper currency, pegged 
to the United States dollar and guaranteed by a silver reserve deposit 
in the United States, a plan which the Cubans opposed. 

The final step in the removal of financial intervention of any 
American element in Haiti and a further step in the practical work¬ 
ing of the Roosevelt administration’s “good neighbor” policy was 
accomplished on July 9, 1935, when the National Bank of Haiti 


passed from the ownership of the National City Bank into the hands 
of the Haitian Government. A reciprocal trade treaty between the 
United States and Haiti was signed on March 28. 

On March 2, 1935, it was announced to the League of Nations 
that Presidents Vincent and Trujillo by direct negotiation had set¬ 
tled the boundary difficulties of Haiti and the Dominican Republic. 

The Dominican dictatorship of General Trujillo continues its 


stern measures, exiling political critics and censoring the news. 
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THE BRITISH COMMONWEALTH 

OF NATIONS 

I 

GREAT BRITAIN: DOMESTIC AFFAIRS AND FOREIGN POLICY 

A N OUTSTANDING event in Great Britain in the year 1935, 

/\ was the King’s Silver Jubilee, the twenty-fifth anniversary 

X A. of his accession to the throne. 

Unemployment was somewhat reduced. Figures issued on Jan¬ 
uary 25, showed 2,325,373 persons between the ages of 16 and 64 
were unemployed, an increase of 219,558 over the figure for Decem¬ 
ber, 1934; but from then on the number of the unemployed steadily 
declined. The figures for November, 1935, showed 1,918,562 unem¬ 
ployed and an estimate of 10,537,000 employed persons. 

The serious over-crowding in the dwellings of the poor was dealt 
with in a Housing Bill introduced into Parliament early in the year. 

Near the end of the year, the Government explained its plan for 
the nationalization, purchase and control of the coal mines. Under 
Government control, working conditions would be improved and 

wages increased. 

In the “tithe war” the royal commission recommended the grad¬ 
ual extinguishment of tithe by the Government purchase of Queen 
Anne’s Bounty, to supplement the stipends of the poorer clergy of 

the Church of England. 

On June 7, Ramsay MacDonald because of ill health resigned his 
post as Prime Minister. His place was taken by Stanley Baldwin, 
leader of the Conservative party and a former Prime Minister. 
Parliament was dissolved on October 25 and the general elections 
were held in November. The Government secured 431 seats in the 

House of Commons, the Opposition 184. 

British foreign policy seems lately to have had three aims: im¬ 
perialism, maintenance of friendship with France, and the support 
of the League. While Great Britain maintained tenaciously, by her 
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fleets and troops, her power in the Mediterranean and Africa against 
possible Italian aggression, she likewise attempted to smooth out the 
Italo-Ethiopian conflict in the League of Nations. England’s atti¬ 
tude and troop movements, however, aroused nationalist feeling in 
Egypt, where violent riots of students took place. Moreover, the 
cordiality of France toward her was also dimmed by her unexpected 
naval treaty with Germany on June i8. The endeavor of the Bald¬ 
win ministry to end the African war by a deal in December which 
would give Italy a large area of Ethiopia and a virtual protectorate 
over yet more of that country aroused a storm of resentment in 

England. The Foreign Secretary, Sir Samuel Hoare, resigned and 
Anthony Eden replaced him. 

The British Empire was plunged into sorrow on January 20, 
1936, when King George V, Britain’s beloved and universally popu¬ 
lar monarch, died at Sandringham in his seventy-first year. He was 

buried at Windsor January 28. King George was succeeded by his 
eldest son, as King Edward VIII. 

II 

UNREST IN IRELAND 

The year 1935 began auspiciously for the Irish Free State with 
the signing of an Anglo-Irish trade agreement. Toward the end of 
January, the Irish Free State reduced its duty on coal in return for a 
British concession on Irish cattle and horses. Prospect for further 
progress were rudely shattered, however, on February 14, by an un¬ 
diplomatic speech of J. H. Thomas, British Secretary for the Domin¬ 
ions. His replacement, however, by Malcolm MacDonald, coming 
after the June 6 decision of the Privy Council giving the Irish Free 
State power to abrogate or modify the Anglo-Irish treaty of 1921, 
has been interpreted as laying the basis for conciliation. 

Disturbed relations with England brought repercussions of the 
protracted economic warfare upon Ireland’s social and economic 
structure. With the loss of the British market for the sale of live¬ 
stock, the big ranch-farmers are virtually bankrupt, while the small 
potato farmer—aided by Government subsidies—is reasonably well 
off. The city worker is also fairly prosperous, because of the indus¬ 
trial boom brought about by De Valera’s program for Irish self- 
sufficiency. 
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The Government has encountered serious labor difficulties and 
violent opposition from the Irish Republican Army. During a strike 
on the Dublin tramways and buses in March, the Council of the 
Republican Army dispatched a letter to the transport workers declar¬ 
ing that, since the Government was using troops for strike-breaking 
purposes, its “services” were available to the strikers. Two days 
later De Valera arrested and imprisoned 8o prominent Republican 
leaders. After eleven weeks of bitter struggle, substantial conces¬ 
sions were granted the workers. 

Obviously, De Valera intends to cut every formal link with the 
British Commonwealth. On December 12, the Dail Eireann passed 
for the second time a bill abolishing the Irish Free State Senate, 
which, it is expected, will be replaced by a new chamber composed of 
representatives of the major economic, industrial and agricultural 
interests. It is also believed that De Valera will merge the office of 
Governor-General with that of the President of the Executive 

Council. 

The summer of 1935 witnessed serious political riots in Northern 
Ireland. When the Catholics in Ulster refused to participate in King 
George’s Jubilee celebration in May, mobs of Orangemen attacked 
the Catholic section of Belfast. On July 12 a Catholic sniper fired 
into a crowd of Orangemen returning to Belfast from the annual 
commemoration of the Battle of the Boyne. Rioting followed, loot¬ 
ing of houses and incendiarism, and eight persons lost their lives. 
The ensuing bitterness also caused disturbances in the Free State, and 
set back for many years any possibility of a union between the two 

states. 


Ill 

THE GOVERNMENT OF INDIA BILL 

The new Government of India Bill, which creates a Federation 
of India, including the British Provinces and the Native States in a 
single organization, with its own Federal legislature was adopted in 
August. In effect a new Constitution, it is substantially in the form 
submitted by the Joint Select Committee of Parliament, November 
21, 1934. It came formally before Parliament in January, 1935; 
some amendments favored by the House of Lords were approved, 
and on August 2, it received royal assent. The bill increases the 
number of voters from 7,000,000 to 35,000,000; the number of 
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women voters being increased from 315,000 to 6,000,000. The 
voters in the British Indian Provinces elect the members of the 
provincial legislative assemblies. The provincial assemblies in turn 
choose the members of the Lower House of the proposed Federal 
Parliament. In the Council of State, which is in effect the Upper 
House, the members for the British Indian Provinces are to be 
elected directly by the voters. In the Federal Parliament the mem¬ 
bers for the Native States for both houses are named by the govern¬ 
ments of these states. 

Each province is to have its council of ministers chosen from the 
members of the assembly. There is also to be a Federal Ministry. 
The provincial governors and the Governor-General may override 
the legislatures and their cabinets. 

There are to be eleven British Provinces (two more than before). 
Six of these will have uni-cameral assemblies; Bengal, Bombay, 
Madras, the United Provinces and Bihar, the five largest British 
provinces, will have two houses in each assembly. Burma is left 
out of the new Federation, as it has a governor and a bi-cameral 
legislature of its own. 

The new Federal system will be administered by the Marquess 
of Linlithgow, who was appointed Viceroy of India on August 6. 

During the year, Moslem riots and mob violence at Karachi, 
Lahore and the Punjab were put down with considerable severity, 
as well as a rebellion of hostile northwestern border tribesmen. 

IV 

CANADA AND NEWFOUNDLAND 

A series of elections, national and provincial, made 1935 an 
unusually eventful year for Canada. Although the parliamentary 
elections did not take place until October 14, Prime Minister Bennett 
prepared a New Deal legislative program, introducing an unemploy¬ 
ment insurance bill, a farm loan bill, and resolutions approving the 
eight-hour day and the forty-eight-hour week. A public works bill 
involving an expenditure of $33,000,000 was enacted for the relief 
of the unemployed. 

Meanwhile, H. H. Stevens, formerly Minister of Trade and 
Commerce, sought vainly to obtain action on the chief recommenda¬ 
tions of this famous Price Spreads Commission. Angered, he with- 
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drew from his party and organized a new Reconstruction party. 

The election prospects of the Conservatives received a serious 
blow on June 27 when the Conservative provincial government of 
New Brunswick lost in a great landslide, Prime Minister L. P. D. 
Tilley being defeated by the Liberal, A. A. Dysart. A month later. 
Prince Edward Island returned a complete Liberal bloc to the legis¬ 
lature, but in November, Quebec Liberals, under Premier L. A. 

Taschereau, won a bare majority. 

The campaign of the newly formed Social Credit party in 

Alberta had amazing results. William Aberhart, owner and chief 
prophet of the Prophetic Bible Institute and principal of a Calgary 
high school, promised every citizen a monthly dividend of $25. In 
the August elections, the Social Credit party captured over 50 seats, 
while the consistently strong United Farmers’ party failed to win in 
a single constituency. After taking power, Aberhart faced a serious 
budget deficit, and could obtain no funds to start on his experiment. 

With the entrance of the Reconstruction and Social Credit 
parties into the national political arena, Canada had a five-cornered 
race in the Federal parliamentary elections. As was expected, on 
October 14, the elections resulted in a landslide for the Liberals. 
Mackenzie King’s party captured over 165 of 245 seats in the House 
of Commons, although it obtained only 46.6 per cent of the total 
popular vote. The Conservatives secured only 41 seats as against 
the 113 held in the previous Parliament. Mr. Stevens was the lone 
victor for the Reconstruction party, while the Cooperative Common¬ 
wealth Federation returned only 8 members. As in the provincial 
election, the Social Credit party swept the field in Alberta, winning 
all 16 seats except that of Mr. Bennett in Calgary. 

Mackenzie King assumed office as Prime Minister a few days 
after the election and immediately entered into a reciprocal trade 
pact with the United States, which was signed November 15. 

Economic conditions in Canada improved substantially during 
1935. The wheat crop was fair and the price of 87cents a bushel 
was fixed by the Wheat Board. For the first seven months of the 
Canadian fiscal year, general exports were 11 per cent and imports 
7 per cent above the corresponding period of 1934. Industrial pro¬ 
duction rose substantially and domestic trade showed marked re¬ 
covery from the low point of the depression. 

In Newfoundland, despite conversion operations to reduce the 
annual debt burden by 40 per cent and direct aid from the British 
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Colonial Development Fund, the budget was balanced with the great- 
est difficulty. 

V 

AUSTRALIA AND NEW ZEALAND 

In Australia the Government renewed the bounty on wheat, 
provided up to £12,000,000 free of interest for State relief schemes 
for rural debtors, and set up an Agricultural Council to coordinate 
Commonwealth and State long-term policies. A severe drop in the 
value of wool exports reduced the favorable trade balance from 
£37,860,000 to £15,915,000 sterling. 

State elections resulted generally in victories for the parties in 
power. Western Australia’s efforts to secede from the Common¬ 
wealth, already blocked in Australia, were checked in Great Britain 
on May 24, when the Joint Select Committee of the Imperial Parlia¬ 
ment reported that the British Government did not have competence 
to decide on the secession of an Australian State. 

In 1935, Sir Isaac Isaacs, first Australian Governor-General of 
the Commonwealth, was succeeded by Brigadier-General Sir Alex¬ 
ander Hore-Ruthven, an Englishman. 

In New Zealand economic conditions continued to improve, and 
while Forbes’ Coalition Government passed various social settle¬ 
ment measures and announced a financial surplus, it nevertheless 
suffered a severe defeat at the November general election. Michael 
J. Savage then formed the Dominion’s first Labor Government. 

VI 

UNION OF SOUTH AFRICA 

In the Union of South Africa, various relief laws were passed 
and a £500,000 fund for roads created. There was a £3,000,000 
surplus for the past fiscal year and an 18 per cent increase in imports 
for the first six months of 1935. The report of the Parliamentary 
Joint Committee on Native Policy proposed a Native Trust and 
Land Bill and a Native Representation Bill. Agitation for the 
transfer of the Native Protectorates to the Union caused the 
Bechuanaland chief to appeal for protection to the British people and 

Parliament. 
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WESTERN AND NORTHERN EUROPE 


I 

FRANCE-ECONOMIC TRENDS AND FOREIGN POLICIES 


P OLITICALLY, it was again for the French a year of fac¬ 
tional strife, in an atmosphere of latent civil war. The “patri¬ 
otic” leagues of the Rightist “National Front,” among which 
the Croix de Feu under Colonel De la Rocque played the most 
prominent part, intensified their propaganda, while the groups of 
the Left, constituting the “Popular Front,” remained united against 
the so-called Fascist menace. There were many clashes, a good 
deal of bloodshed, and police forces had to protect the Chamber of 

Deputies against possible mob violence. 

Premier Flandin continued the deflationary policy of Doumergue 
and was determined to maintain the value of the franc. Flandin was 
unable to reconcile the Right and Left leagues, or satisfy the farmer, 
or reduce the high cost of living. Business was bad, exports and 
imports were falling, unemployment was rising. At the end of May, 
Flandin resigned. 

On June 7, Pierre Laval, Foreign Minister of France since the 
fall of 1934, succeeded in forming a Cabinet. He was granted the 
extraordinary powers he demanded, but only in connection with 
measures intended to protect the franc. Laval’s rigid economies 
stopped the flight of capital and the outflow of gold. 

As the year 1935 began, there was an atmosphere of optimism in 
foreign affairs. The return of the Saar to the Reich removed the 
main cause of friction between France and Germany. On January 7 > 
Laval, then Foreign Minister, signed an agreement with Mussolini 
which resulted in a rapprochement between the two countries. 

However, Hitler’s decision in March to restore military conscrip¬ 
tion in the Reich caused much uneasiness in France and she pro¬ 
claimed her opposition to any further repudiation of the Versailles 
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Treaty. On May 3, Laval signed a pact of mutual assistance with 
Soviet Russia. 

The action of Great Britain which, on June 18, concluded a 
separate naval agreement with Germany, thus condoning the latter’s 
policy of rearmament, was considered to have broken the so-called 
“Stresa Front” and caused deep resentment in France. 

Laval maneuvered very cautiously to avoid an extension of the 
Italo-Ethiopian conflict to Europe, but after the collapse in Decem¬ 
ber of the Laval-Hoare peace proposition which offered the major 
part of Ethiopia to Italy, the position of Premier Laval seemed 
threatened. On December 28, however, in a vote of the Chamber, 
Laval emerged victorious, but with a bare majority of 20 votes. 

II 

GERMANY REPUDIATES VERSAILLES 

Outstanding in the home and foreign affairs of Germany in 
1935 was the re-introduction of military conscription on March 16. 
This step, openly defying the Treaty of Versailles, was hailed in the 
Reich enthusiastically and viewed with the greatest apprehensions 
by most of the other countries. In the fall, the first new generation 
of recruits was called to arms, and in November a new law declared 
all men from 18 to 45 to be army reservists. 

The Anglo-German naval agreement, which came quite unex¬ 
pectedly on June 18, only two months after the conference at Stresa, 
without any previous approval by the other powers, was sharply 
resented in France and the Soviet LFnion. According to this agree¬ 
ment, Germany could build a fleet equal to 35 per cent of the British 
fleet, and submarines to 45 per cent of the British number. 

An effort to change the Constitution of Danzig and to put the 
Free City under conditions similar to Nazi Germany failed. Besides 
Danzig, Memel, an autonomous district of Lithuania with pre¬ 
dominantly German sympathies, formed the aim of the German as¬ 
piration in the East. The relations of the German Reich to Poland 
remained cordial, whereas those to the Soviet Union grew more 
hostile. In addition Germany’s effort at “Anschluss” with Austria 
was less marked during 1935 than in preceding years. 

There has not been much change in the church situation in Ger¬ 
many during 1935. The fight between the totalitarian and racial 
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State, with its often pagan tendencies, and the two Christian 
Churches continued as Catholics and Protestants alike offered stub¬ 
born resistance. 

The condition of the Jews in Germany grew definitely worse 
during 1935. Increasingly, Jews were barred from every participa¬ 
tion in the economic life of the country and also from private busi¬ 
ness. In January, 1936, representatives of the Jewish communities 
of Great Britain came to the United States to plan with the leaders 
of American Jewry to enable at least 100,000 Jews to emigrate 
from Germany and to settle in countries willing to accept them. In 
September, Jews were deprived of citizenship in the German Reich. 

The Nazi party Swastika flag became the official flag of the 
Reich, and all German citizens were obliged to display the Swastika 
flag on their houses. 

The regimentation of German social and cultural life was fur¬ 
ther advanced when all student societies at the German universities 
were dissolved. The economic life of the country also continued 
under strict governmental control. Dr. Schacht, the Minister of 
Economics, succeeded, by his limitation of imports and by his sub¬ 
sidies to exports, in maintaining a favorable foreign trade balance 
and in keeping the mark nominally at its par gold value, but Ger¬ 
many’s gold reserves and her credit were extremely low. 

During the last months the number of unemployed has again 
shown a growing tendency and, once the main task of rearmament 
is completed, the question of unemployment will again show itself 
in full force. The seriousness of the economic situation was demon¬ 
strated by the prohibition, in December, 1935, against the import 
of marks from abroad. By this measure the German mark has be¬ 
come, like the Soviet ruble, a strictly domestic currency without any 
intrinsic exchange value. 


Ill 

Italy’s African venture 

The outstanding fact in Italy’s history during 1935 was the war 
in Ethiopia. The diplomatic year opened with Premier Laval’s 
visit to Mussolini in Rome, and the accord signed on January 7 be¬ 
tween the two statesmen. This agreement was important in that 
it marked the end of strained relations between France and Italy, 

© Collier, 1936 



34 


THE HISTORY OF NATIONS 


1935 

and lastly, it helped clear the way for the Ethiopian adventure. 

Mussolini therefore, went ahead in earnest with his war plans. 
Ethiopia had invoked Article XI of the League Covenant on Jan¬ 
uary 3, but the League continued to temporize, while Italy con¬ 
tinued to mobilize her men. Up to September 25, 170,000 Italian 
troops and laborers had passed through the Suez Canal bound for 
East Africa. 

By August, Italy’s former allies had become alarmed by her in- 
transigeant attitude. As Mussolini’s determination became mani¬ 
fest, the English Cabinet became seriously concerned, and a British 
nayal concentration towards the Mediterranean was begun, and con¬ 
tinued throughout September. 

All League proposals were rejected by Italy as insufficient on 

the Council of the League began 
formally to proceed under paragraph 4 of Article XV of the Cove¬ 
nant, as many doors as possible were left open to Italy. But she 
stubbornly refused to enter any of them. On October 2, Italian 
planes bombed Adowa, and the undeclared war against Ethiopia be¬ 
gan. The League consequently had no option but to declare Italy 
the aggressor on October 7 and proceed to the imposition of sanc¬ 
tions on October 19. The Italians were thus bitterly aroused by 
the League’s action, especially against Britain. 

As a result of the sanctions, which went into effect November 
18, the Italian people became more solidly united behind Fascism 
than could otherwise have been the case. To counteract the effect 
of sanctions, numerous restrictive measures were imposed upon the 
Italian people: meat consumption was restricted, and shops, schools 
and offices were closed early to save fuel, etc. 

The military operations in Ethiopia started off with considerable 
eclat, but soon bogged down. Makale was captured without a 
struggle on November 8. On November 16, General De Bono was 
recalled and Marshall Badoglio was sent to command both the 
Eritrean and Somaliland fronts. 

The war on Ethiopia naturally speeded production in war indus¬ 
tries, while the less essential lines slowed down, and prices rose 20 
per cent or more over those of the previous year. Italy’s foreign 
trade was badly disorganized and, after the imposition of sanctions 
the situation grew rapidly worse. The Government seized the for¬ 
eign securities of its citizens, against compensation in lire. To ob¬ 
tain gold it sold these when necessary. 
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IV 

SPAIN AND PORTUGAL 

Spain passed through most of 1935 with her Government in 
control of a coalition Cabinet in which the Radical (Center) Party, 
under Alejandro Lerroux, and the Catholic Party, under Gil Robles, 
cooperated. There were several changes of Cabinet and Premier¬ 
ship during the year, but no marked variation Government policy. 

Proposals for a change in the Agrarian Act met with the strong¬ 
est opposition, as they set aside liberal land reform providing for 
confiscation of large estates and their redistribution in small lots to 
agricultural workers. 

Relations with the Vatican improved when extensive properties 
in Barcelona, previously confiscated, were restored to the ecclesi¬ 
astical owners. 

A general feeling of unrest was shown throughout 1935 by con¬ 
tinued martial law in provinces which took part in the October, 
1934, revolt, and there was some unrest all over Spain. But in 
December civil guarantees were restored preparatory to elections 
scheduled for February, 1936. 

Portugal continued to be governed by General Oscar de Fregoso 
Carmona during 1935. A semblance of constitutionality was lent to 
his dictatorship when, on January 10, the Portuguese Parliament 
met for the first time since 1926. The Parliament was elected in 
December, 1934, and is composed of the National Assembly and the 
Corporative Council. During 1935, the Assembly was occupied 
with modifying the Constitution, organizing a council of national 
defense, and instituting economic, social, and colonial reforms. 

Elections were held on February 17 and General Carmona was 
re-elected President-Dictator for seven years more. Dr. Antonio 
de Oliveira Salazar continued as Premier, 


V 

BELGIUM, THE NETHERLANDS AND SWITZERLAND 

The cabinet of M. Georges Theunis having failed in its task of 
preserving the gold parity of the Belgian currency, resigned on 
March 19. Six days later, Dr. Paul Van Zeeland, under-governor 
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of the National Bank, formed a coalition ministry including Catho¬ 
lics, Socialists and Liberals. On April i, the Government devalued 
the belga by 28 per cent. This action, later supplemented by a policy 
of public works, was apparently the primary cause of a subsequent 
business revival. 

The Belgian people were deeply shocked on August 29 when 
Queen Astrid was killed in an automobile accident near Lucerne, 
Switzerland. 

The economic life of The Netherlands proved incapable of ad¬ 
justing itself completely to the depreciation and devaluation of for¬ 
eign currencies. Opposition to the deflationary policy of the Gov¬ 
ernment increased, and on July 26 the Prime Minister, Dr. Hendrik 
Colijn, was compelled to resign. When the opposition was unable to 
form a new ministry, however. Dr. Colijn reconstituted his cabinet. 

Three times in 1935 the Swiss people demonstrated their inherent 
conservatism in the face of critical times. On June 2 they rejected, 
by a vote of 566,242 to 424,878, proposals designed to bring about 
economic recovery which would have entailed abandonment of the 
gold standard. By a much more overwhelming vote of 501,000 to 
194,678, they refused to consent, on September 8, to a proposed 
total revision of the Federal Constitution of 1848. Again on Octo¬ 
ber 26, Swiss citizens avoided extremes in the elections for the 
Council of States and the National Council. Although the Socialists 
won two seats in the Council of States, politically, the two Councils 
remained otherwise almost unchanged. On December ii, Albert 
Meyer, known as the “defender of the franc,” became President. 

VI 

SCANDINAVIAN AND BALTIC COUNTRIES 

The absence of pronounced revival in the Danish export trade 
during 1935 contributed to considerable discontent among the 
farmers. On July 28 about 50,000 farmers marched on Copenhagen, 
demanding higher prices for their products, lower taxation, and a 
new debt moratorium. Parliament was dissolved and new elections 
were scheduled for October 22, which brought victory to Premier 
Stauning’s Social Democrats. The Radicals retained their 14 seats. 
On November 4, Premier Stauning reconstructed his Cabinet with¬ 
out, however, changing its political complexion. 
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The year 1935 afforded considerable gratification to the Swedish 
people. Economic conditions were also satisfactory. Almost all 
traces of the depression disappeared. Although exports showed 
little improvement, the Swedish Government successfully concluded 
a trade agreement with the United States, its third largest customer, 

on May 25. 

Norway underwent a change in Government on March 15, when 
Premier J. L. Mowinckel, head of a minority ministry of Liberals, 
resigned following defeat in the Storting, or Parliament. On March 
16 a new ministry was formed by Johann Nygaardsvold, leader of 
the Labor party. Foreign trade and business generally improved 

slightly in 1935. 

Extreme nationalism continued to be a source of trouble in Fin¬ 
land throughout 1935. The language issue flared up again when 
the Government unsuccessfully sought the Diet’s approval of a law 
gradually restricting the use of Swedish in the University at Hel¬ 
singfors, where approximately one-fifth of the students speak Swed¬ 
ish. Nationalists desired to abolish Swedish entirely. 

The Finnish Government charged that Soviet authorities were 
forcibly deporting large numbers of Finns living on the Russian 
side of the border, and much bitterness was aroused in July when 
the Soviet Government sharply declined to entertain protests against 
this policy. 

Great indignation was aroused in Germany by the trial in Kaunas 
of 126 German sympathizers accused of plotting to seize the Memel 
territory and return it to Germany. On March 26, the court sen¬ 
tenced four of the defendants to death and meted out prison sen¬ 
tences totaling 1,400 years to 83 others. The death sentences were 
later commuted to life imprisonment. Only after sharp warnings 
from the British, French and Italian governments was August 
Baldszus, head of the German party, permitted to form a Di¬ 
rectorate on November 28. 
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CENTRAL EUROPE AND THE BALKANS 

I 

AUSTRIA AND HUNGARY 

T he government of Austria under Chancellor Kurt 

Schuschnigg and Vice Chancellor Ernst Rudiger von Star- 
hemberg remained unchanged during 1935. The Nazi 
menace had lessened and Austrian independence was protected by 
Italy, sanctions against whom Austria would not support. In the 
question of the re-enthronement of the Habsburg dynasty, the pres¬ 
ent Government, though monarchist in sympathy, is proceeding very 
slowly. A law of July 10, 1935, removed all the restrictions against 

the return of the Habsburgs. 

On March 14, Dr. Anton Rintelen, a former Chancellor, was 
convicted of implication in the murder of Dollfuss and sentenced to 

life imprisonment. 

The “Fatherland Front” was built up during the year by the 
Government as a popular party, numbering more than two million 
members. Founded by the late Chancellor Dollfuss, it cultivates the 
Austrian idea and is largely under Catholic influence. The most in¬ 
fluential section of the Front is the Heimwehr. 

There was tranquillity in Austria during 1935, which promoted 
tourist travel and the cultural life, and brought economic relief. 

The new elections held in Hungary in April, 1935, brought a 
great victory to the National party, which secured 172 out of 245 
seats in the Hungarian Lower House. Prime Minister Julius 
Gombos intends to bring about a cautious agrarian reform which 

will redistribute large estates among small settlers. _ 

In her foreign policy Hungary continued her close friendship 

with Poland and Italy, sanctions against whom Hungary refused to 
support. Hungary formed one of the main obstacles to the Danu- 
bian pact, as she maintaind “the indisputable right of Hungary to 

revision of her frontiers/’ 
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II 

POLAND AND CZECHOSLOVAKIA 

Marshal Josef Pilsudski, dictator of Poland, died May 12, after 
adoption of his new Constitution which greatly strengthens the 
President, who will henceforth be elected by a small college of state 
officials. The Sejm, or lower house, is still elected by popular vote. 
Two-thirds of the Senate is chosen by a small electorate of 400,000 
outstanding citizens; the other third is appointed by the President. 

The elections to the Sejm on September 8 and to the Senate on 
September 15 resulted in decisive victories for the Government. 
Political power is now in the hands of President Moscicki, General 
Rydz-Smigly, and Premier Koscialkowski. 

In foreign affairs Poland continued to pursue its policy of friend¬ 
ship with Germany concluding an advantageous trade treaty with 
that country on November 4, but relations with Czechoslovakia 
were strained as the result of oppressions in the district of Teschen. 

The Czechoslovakian parliamentary elections, the first in six 
years, were held May 19, 1935. In the new Parliament, the Gov¬ 
ernment was again supported by the Agrarians and the National 
Socialists, and opposed by the extreme National minorities and by 
the South German party. Dr. Eduard Benes (National Socialist) 
remained in the Foreign Office and Jan Malypetr was Premier until 
he gave place, on November 5, to Dr. Milan Hodza. Dr. Masaryk 
resigned December 14 and was succeeded by Dr. Benes. 

The Land Board finished, on May i, its distribution of 1,900 
estates of the Austrian nobility. Of this land, it left more than 
two-fifths to the original owners and transferred more than two- 
fifths in small holdings to new owners. 

Czechoslovakia made trade agreements with the Union of So¬ 
cialist Soviet Republics (March 25) and with United States (April 
2). On May 16 she signed a defensive alliance with the U.S.S.R. 

III 

GREECE AND THE BALKAN STATES 

On March i, 1935, a military revolt occurred in Greece, while 
naval officers captured five warships and sailed off to join Venizelos 
in Crete. The country was put under martial law, and many officers 
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were arrested. The rebel fleet was pursued by airplanes and bombed. 
The revolt spread to Macedonia and Thrace, but was suppressed^ 
largely by Marshal Kondylis, by March lo. Many were killed! 
hundreds imprisoned and others, including Venizelos, fled abroad' 
Two generals were executed. 

Premier Tsaldaris and Marshal Kondylis worked for the return 
of the Monarchy and King George II. They advocated a plebiscite, 
but on October lo, Kondylis, by a coup d’etat, overthrew the Repub¬ 
lic and proclaimed the Monarchy, with himself as Premier and 
Regent. The plebiscite of November 3 resulted in an overwhelming 
vote for the Monarchy, and King George returned to Athens 
November 25, amid popular acclamations. Kondylis resigned, and 
the King, proclaiming amnesty for all political offenders, including 
Venizelos, called upon Constantine Demerdjis (Venizelist) to form 
a Cabinet. In the parliamentary election of January 26, 1936, the 
Liberals (Venizelists) obtained 135 seats, the combined Loyalists 
134 seats, Tsaldaris and Kondylis receiving together 125 and 
Metaxas 9. The Communists obtained 14 seats. The death of 
Gen. Kondylis on January 31 wa sfollowed by that of Venizelos on 
March 16. 

A struggle between King Boris and Colonel Veltchev of the 
army, the power behind the Cabinet in Bulgaria, resulted, January 
22, in the dissolution of the Cabinet. The next Cabinet (General 
Zlatev’s) planned employment by the construction of much-needed 
roads, but after three months this Cabinet resigned. On April 21, 
Andrew Tochev, a diplomat, formed a civilian Cabinet. September 
brought labor agitations and arrests of many Communists. On 
October 2, the Government claimed to have discovered a plot to set 
up a republic; it declared martial law and arrested 250 persons, in¬ 
cluding Colonel Veltchev. 

King Carol’s exercise of the royal prerogative brought him cen¬ 
sure from several of Rumania’s active political parties. Protests 
broke out especially against Mme. Lupescu and her political med¬ 
dling. In the summer of 1935, contrary to the liberal constitution, 
the Government had recourse to martial law and a strict censorship. 
The Nazis showed great strength. 

Premier Boske Yeftitch dissolved the sham Paliament of Yugo¬ 
slavia (February 6) and in the elections on May 5 the Government 
won. On October 20, the Premier and his Fascist party got control 
of Parliament. 
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SOVIET RUSSIA AND ASIA 


I 

UNION OF SOCIALIST SOVIET REPUBLICS 

F ollowing the assassination of Kirov in December, 1934, 

repression continued for months. In the large cities, by the 
middle of the year, thousands of people had been arrested on 
vague charges and exiled to remote parts of Siberia, as many as 
25,000 reported exiled from Leningrad, near the frontier. 

On January 15, the Government announced that, during 1934, 
the heavy industries had increased 27 per cent, at least in rubles. 
Light industries (consumers’ goods) had increased only 5 per cent. 
The actual productivity of labor, however, had increased 16 per 
cent. Of the rural population, three quarters were on collective or 
state farms, and in the grain-raising regions 90 per cent of the 
land was cultivated collectively. The chief weakness was in the rail¬ 
roads. Therefore, early in 1935, L. M. Kaganovich, Commissar 
for Transportation, was given a budget of 4,000,000 rubles and 
large powers; by April the car-loading schedules were being fulfilled 
for the first time in several years. 

With two good harvests, by October i, all food ration-cards had 
been abolished and closed shops and restaurants reopened. Many 
concessions were made to the peasants. Permission was given to the 
collective farmers to own the land they worked, and to each house¬ 
hold to own an acre or two of land, and, even in grain regions, some 
livestock. Former kulaks and their children were admitted to the 
collectives with equal privileges. Parents now may be fined or im¬ 
prisoned for neglect of their children. There is an ordinary liberal 
divorce law which has a satisfactory plan for the care of any chil¬ 
dren concerned. 

At the end of January, in spite of unsettled debts, France ex¬ 
tended a credit of one billion francs to the Soviet Union to facilitate 
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the exchange of French trucks and planes for Russian oil. On May 
2, a Franco-Soviet defensive alliance was signed by Premier Laval 
and Ambassador Potemkin. When, on March i6, Hitler announced 
the preparation of a national conscript army, the U.S.S.R. blazed 
with patriotism which was fanned by the press. On April 9, how¬ 
ever, the Soviet Union made with Germany a five-year trade agree¬ 
ment. Germany extended the U.S.S.R., on interest, a 200 million 
mark (about $80,000,000) credit. 

Relations with Japan were improved by the sale of the Chinese 
Eastern Railway to Manchukuo by a contract signed on March 23, 
in which mutual concessions were made. 

A trade agreement with the United States was signed on July 

13, and on July 12, the Soviet Union was officially recognized by 
Belgium. 


II 


JAPAN, CHINA AND MANCHUKUO 


In Japan, in 1935, the military leaders were still escaping the 
control of the Ministers and carrying out an extraordinary advance 
into China. Late in January, 1935, General Jiro Minami, Com¬ 
mander of the Kwantung Army, sent about 4,000 Japanese and 
Manchukuans with airplanes and tanks, who pushed westward from 
Jehol into Chahar. There seemed to be an entente. The Nanking 
Government suppressed discussion in the North and arrested a large 
number of men who failed to “appreciate the true motives of Japan.” 
The Japanese were still outside the Great Wall. On May 20, Gen¬ 
eral Minami moved troops inside the Great Wall “to clear away the 
bandits.” Japanese forces then advanced to the control of the Peip- 
ing-Tientsin area and of most of Chahar, and Japanese pressure con¬ 
tinued, especially in North China, where Japanese generals talked 
about autonomy (or independence) for the five northern provinces 
(Chahar, Suiyuan, Hopei, Shansi, and Shantung, three of them in¬ 
side the Great Wall). But, on November 25, only eighteen counties 
near the Wall declared their independence. 

Japan’s foreign trade continued to increase, but caused less 
worry. The London manager for Mitsui & Company stated that in 
the four years between 1929 and 1931 Japan’s part in the world’s 
export trade had advanced only from 2.9 to 3.1 per cent. The 
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budget was still very heavy, with the army and navy taking almost 
half of it, and the national debt was close to the danger line. 

China suffered deeply from the deflation caused by the American 
silver policy. The Central Political Council resorted (March 22, 
1935) to a domestic loan of ten million Chinese dollars. The 
money, to be repaid in ten years from the import duties, was used 
to aid needy corporations and banks. To increase trade, especially 
exports, the Government reduced export duties and abolished inter¬ 
port duties. But on November 3 China slipped from the silver 
standard to managed paper. 

In the first part of July a flood in the Yangtse valley was esti¬ 
mated to have starved hundreds of thousands and rendered ten mil¬ 
lion people homeless, and at the same time a Yellow River flood was 
almost as destructive. 

Political activities during 1935 tended to change from anti- 
Communistic to anti-Japanese. In the fall. Generalissimo Chiang 
Kai-shek turned his attention from western rebels to eastern politics 
and to Japan. Late in October, General Chiang moved many troops 
into the Nanking area to overawe the Congress, then he dominated 
the Central Executive Committee and its choice of cabinet ministers. 
In the new Cabinet, taking office December 16, two bankers were 
introduced to get the support of the financiers. Dr. Kung was again 
Minister of Finance, and General Chiang became Premier. More¬ 
over on April 23, General Chiang had ordered all male students 
above the elementary grades to have at least one year of military 
training. 

At the end of 1934 the economic affairs of Manchukuo were 
put under the control of a joint Economic Board, half Japanese and 
half Manchukuans, of which General Minami was chairman and two 
of the Manchukuan members were really Japanese advisers of the 
Government. General Minami was unwilling to entrust Japanese 
economic interests to a civilian group. Then, on April 10, 1935, the 
threatened state oil monopoly was put into effect over the protests of 
the three oil companies, British, Dutch and American, which soon 
afterward prepared their withdrawal. Japan spoke of it as the inde¬ 
pendent act of Manchukuo, but in the middle of April both Great 
Britain and the United States insisted by note that Japan was the 
real power and actually responsible for the failure to maintain the 
Open Door in Manchuria. 

The Manchukuan border offered occasions for bitter disputes 
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between the U.S.S.R. and Japan, especially in July and October. 
Also the lightness of the rains in the spring and the flood in the 
late summer caused famine and hardship in several regions and 
made banditry the worst it has been for years. 


Ill 


THE TURKISH REPUBLIC 


During the year 1935 the modernization of Turkey made fur¬ 
ther progress. All the old titles like Pasha or Bey were abolished 
and Sunday was made the weekly day of rest instead of Friday, the 
traditional Mohammedan Sabbath. In the Parliamentary elections 
in February, 1935, 17 women were elected as members of the Na¬ 
tional Assembly; 16 of them were professional women, one a peas¬ 
ant woman and mayor of her village. 

The efforts of the Government are concentrated on the develop¬ 
ment of the natural resources of the country in the interests of its 
economic independence and its military defense. The first five-year 
plan has proceeded according to expectations. Several factories con¬ 
structed by the Government have been opened during the year, 
mostly cotton and wool spinning and weaving plants. The resources 
of the coal, copper and other mineral deposits of the country have 
been successfully developed, the hydraulic electrification of Anatolia 
has been started and agricultural methods modernized by irrigation 
and reclamation projects and a network of instruction and experi¬ 
mental stations. The budget was well balanced, and foreign trade 
showed a surplus of exports over imports. The great program of 
building ports and breakwaters and railways to the interior has been 
carried an important step forward by the completion, in November, 
1935, of the three hundred miles of railroad which connects, through 
most difficult mountain terrain, Ankara with the coal deposits on 
the Black Sea, and a 450-mile railway opening up for the first time 
Eastern Anatolia and the rich copper mines of Erghani. 

In her foreign policy Turkey followed, in 1935, a vigorous policy 
of peace. The friendship with the Soviet Union was strengthened 
and the existing treaties of friendship and naval agreement pro¬ 
longed in November, 1935, for ten years. 
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Chapter VIII 

MODERN TRENDS IN ANCIENT EMPIRES 


D uring the year 1935, King Ibn Saud of Arabia fortified 

the position of undisputed leadership which he had acquired 
by his victory over the Imam Jehya of Yemen, and nego¬ 
tiated with Iraq for the formation of an Arab alliance. The mod¬ 
ernization of Arabia made further though slow progress. 

The year 1935 saw a return to democracy in Egypt and a hope¬ 
ful approach to a solution of the long-standing Anglo-Egyptian con¬ 
troversy by the conclusion of a treaty of alliance with Great Britain. 
The combined strength of public opinion and the Nationalist Party 
(Wafd) forced the King to dismiss Zaki el Ibrashi Pasha, the power 
behind the throne, and the Wafd party continued to support the 
ministry of Nessim Pasha. 

The speech of Sir Samuel Hoare on November 9, at the Guild 
Hall in London, in which he declared the democratic constitution 
unsuited for Egypt, led to protracted demonstrations and riots of the 
Egyptian students in Cairo. The constitution of 1923 was again 
put into force and democratic elections promised for the spring of 
1936. The two outstanding questions at present are the problems 
of the administration of the Anglo-Egyptian Sudan and the British 
Army in Egypt. The recent conflict in the Mediterranean and the 


threat to Egypt have made it clear, however, that, under the form of 
a military alliance, a larger British force will be needed in the Suez 
Canal zone and on the western frontier of Egypt. 

The increasing tension between Italy and Ethiopia as a result 
of the border clash at Ualual on December 3, I 934 > Rd, during 1935, 
to a war between the two countries. The threat of war unified the 
Ethiopian nation. Women participated for the first time in public 
demonstrations, the beginnings of a youth movement were dis¬ 
cernible, and an Ethiopian Red Cross was established. 


In her foreign policy, however, Ethiopia showed a remarkable 
intelligence and adaptation to the best modern methods. She in¬ 
voked the Covenant of the League of Nations, first in January under 
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Article XI and then in March under Article XV. She appealed 
for observance of the Kellogg Peace Pact. She accepted all the 
proposed measures of conciliation and arbitration. The first three 
months of warfare revealed a greater strength of the Ethiopian 
army than had been supposed, in view of its lack of armament and 
of drill. Notwithstanding all the Italian efforts at fomenting 
revolts in outlying districts of Ethiopia and in bribing some of the 
chiefs, the Ethiopian people preserved, on the whole, their unity and 
the loyalty to the Emperor remarkably well. 

On January 14, 1935, King Ghazi for the first time sent the Iraq 
oil from Kirkuk through the newly laid pipelines to Tripolis in 
Syria and Plaifa in Palestine. From the royalties the Iraq Govern¬ 
ment will receive from the Iraq Petroleum Company, a five-year 
program of economic and cultural development of the country will 
be financed. A great dam across the Tigris will reclaim fertile land 
between the Tigris and Euphrates. Construction of motor roads 
and the building of schools have been started. In accord with its 
foreign policy of close cooperation with the other Near East states, 
in December, 1935, a military alliance and treaty of friendship was 
concluded with Saudi Arabia. 

During the year 1935, Jewish immigration into Palestine reached 
unprecedented dimensions and the official number of immigrants 
reached 61,000. The largest number of immigrants came from 
Poland and Germany. The new immigrants settled predominantly 
in Tel Aviv and Haifa. The growing numbers and wealth of the 
Jews in Palestine increased the fears of the Palestinian Arabs, whose 
attitude became more menacing. 

The position of the Government remained strong. Dr. Hassan 
Khaldi was appointed mayor of Jerusalem and a Legislative Council 
consisting of 14 Arabs, 7 Jews and 7 British officials was formed, 
the first approach toward a democratic administration. 

In the spring of 1935 the official name of Persia was changed 
to Iran and the name Persian was replaced by Iranian. 

On March 2, the liberal and popular King Prajadhipok abdicated 
from the Siamese throne after his ministers refused to change 
amendments to the criminal codes which deprived him of the pre¬ 
rogative of “life and death.” 

On March 6, Prince Ananda Mahidol (a boy of nine), the king’s 
nephew, was chosen king by the National Assembly. A council of 
regency has charge of affairs during the boy’s minority. 
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Chapter I 

GENERAL WORLD CONDITIONS 

I 

WORLD PEACE 

T he year 1936 opened with a prompt threat to world 

peace in the withdrawal of Japan, on Jan. 15, from the 
London Naval Conference. A more definite menace was 
recognized in Germany’s military reoccupation of the Rhineland, 
March 7, which violated both the Treaty of Versailles and the 
Locarno Pact. Germany’s action was accepted with a few futile 
protests by the signatories and guarantors of the Pact. 

Through the early months of the year Italy continued her war¬ 
fare in Ethiopia, as the League of Nations had been unable to check 
her aggression. Early in May Italy completed her conquest, and by 
the end of the year all the more important states had shown a tacit 

or open recognition of her sovereignty. (See following section on 
League of Nations.) 

The inefficiency of League efforts to secure peace and to pro¬ 
tect a weaker nation against aggression increased insecurity in 
Europe and caused every state to rely on enlarged armaments and 
upon military alliances. Germany and Italy increased their military 
and diplomatic preparations and entered, at the beginning of 
November, into an agreement in which they were joined by Japan. 
This accord led to a more energetic intervention of Germany and 

Italy in Spain, and on Nov. 18 they officially recognized the rebel 
government of General Franco. 

On Oct. 14 Belgium announced a new policy of strict neu¬ 
trality and isolation (see Belgium). The fear of a too powerful 
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Germany led to a rapprochement between Poland and France late 
in the summer. 

World prospects for peace were brightened when, on Dec 
21, twenty-one American republics met at Buenos Aires in an Inter- 
American Conference for the Maintenance of Peace, to form a 
permanent consultative committee in the interests of peace in the 
Western Hemisphere. (See United States.) 

II 

league of nations 


Throughout the early part of the year 1936, Italo-Ethiopian 
affairs furnished the chief topic before the League of Nations. No 
Italian delegates attended the Assembly or the Council after May 
II, when the Italian representative left the Council meeting because 
of the presence of the Ethiopian dispute on the agenda and of an 
Ethiopian representative at the meeting. 

The sanctions imposed in October, 1935, against Italy under 
Article XVI of the Covenant, were discussed in all the meetings 
held before sanctions were suspended on July 15. At the final di.s- 
cussion of the matter in July certain conclusions seemed war¬ 
ranted. Although success of the system of sanctions was incomplete, 
it was felt that the results were not negligible. Estimates showed 
that exports from Italy were reduced by about 45 per cent and that 
about half of the original gold reserve of the Banca d’ltalia was 
lost in a little over six months. Certain factors diminished the effec¬ 
tive application of sanctions: complete severance of commercial and 
financial relations was not undertaken, and political and military 
sanctions were eliminated; it was, moreover, the League’s first 
experience with sanctions. 

In considering the fact of Italian annexation of Ethiopia despite 
sanctions the Assembly was faced with the realization of the weak¬ 
ened position of the League and the resulting need for strengthening 
its authority and increasing its guarantees. The Assembly stated its 
firm attachment to the principles of the Covenant and entrusted to 
a special committee the study of the question of the application of 
those principles. 

On March 13 the Council met in London to consider, at the 
request of the Belgian and French Governments, German repudia- 
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tion of the Versailles and Locarno treaties in remilitarizing the 
Rhineland. The Council decided that the German Government had 
committed a breach of the provisions, but refrained from action for 
the moment in view of conversations proceeding between the 

Locarno Powers. 

On Sept. 25, when the Spanish representative in the League 
attacked non-intervention as being a de facto blockade of 
the Spanish Government and threatened to bring the matter finally 
to the League, the League refused to act except on formal appeal 
for intervention. Appeal was made on Nov, 27 to the Council, 
under Article XI, for an examination of the situation as soon as 
possible, on the ground that recognition of the rebels by the German 
and Italian Governments constituted an act of aggression and that 
the rebels’ intention to blockade government ports was a factor 
likely to create international difficulties. But at the extraordinary 
session held for this purpose, Dec. 11-13, the Spanish representa¬ 
tive merely brought to the Council’s attention the danger from 
the international war existing in fact in Spain. The Council on 
Dec. 12 adopted a resolution affirming the obligation of every 
state to refrain from intervening in the internal affairs of another 
state (Article X) and recommended that members of the League 
represented on the Non-intervention Committee spare no pains 
towards effective action. 

In January the Council heard a dispute between the Soviet 
Union and Uruguay caused by the latter’s proposed interruption of 
diplomatic relations with the Soviet Government. Uruguay alleged 
Russian support of the Communist movement in the Brazilian 
revolution through the Soviet legation in Montevideo. The Soviet 
representative denied aid, direct or indirect, to political parties in 
South America. The Council suggested to the two Governments 

that they resume diplomatic relations and refrain from any act 
harmful to international peace. 

A series of difficulties between the National Socialist Govern¬ 
ment in the Free City of Danzig and the High Commissioner of 
the League of Nations, Sean Lester, ended in the former’s proposal 
that either a new High Commissioner be sent who would refrain 
from any intervention in internal politics, or that none be sent. The 
selection of Sean Lester as Deputy Secretary General of the 

League, made possible the appointment of a less active High Com¬ 
missioner. 
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The Council at its December meeting considered an appeal from 
Turkey to take protective measures for the safety of the Turkish 
people of Alexandretta, Syria, and to consider the degree of 
autonomy to be given the Turks in the Alexandretta region under 
the proposed treaty between France and Syria by which Syria is to 
be freed from the French mandate, to become a sovereign state and 
a member of the League. The treaty will become valid after formal 
acceptance by the newly-constituted government in Damascus. 

On Aug. 4 a provisional arrangement went into force estab¬ 
lishing a legal status for refugees from Germany, based on an 
agreement drawn up at the Inter-Governmental Conference held in 
July. It was reported in October that 115,000 persons have left 
Germany since 1933, nearly 100,000 being Jews. Some 30,000 
Jews were able to go directly to Palestine or to overseas countries 
without the High Commissioner’s aid; but 70,000 Jews and 15,000 
other persons have been dealt with by him and of these nearly 
60,000 have been helped to settle in their first country of refuge or 
overseas. Of the remaining 25,000 persons, there are about 15,000 
Jews seriously needing help. 

At the request of the Venezuela government for a financial and 
economic expert the League has sent to Venezuela M. Pierre 
Denis, formerly of the Secretariat. In connection with the tech¬ 
nical co-operation that the League has been giving to China since 
I933> selected Chinese specialists are now being sent abroad—to the 
Secretariat, Labor Office, and other countries—for first-hand ex¬ 
perience in problems of reconstruction, administration, finance, 
health, irrigation, etc. The Financial Committee having super¬ 
vision over the economic and financial position of Austria, Bulgaria, 
Estonia and Hungary reported to the Council a general improve¬ 
ment, save in Bulgaria where impossibility of balancing the budget 
will necessitate drastic changes. The Council voted in September to 
terminate League financial control in Austria. 

Pending further study, non-permanent membership in the Coun¬ 
cil has been increased provisionally for the next three years to 
eleven, by the addition of two non-permanent seats, thus making 
the total membership of the Council, including four permanent 
seats, fifteen. For 1936-1939 China and Latvia have been ap¬ 
pointed to the new non-permanent seats. Bolivia, New Zealand 
and Sweden were elected as the three non-permanent members of 
the Council to succeed Argentina, Australia and Denmark. 
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During the year the Governments of three Central American 
states announced their intention to withdraw from the League. 
Guatemala on May 13, Honduras on June 22, and Nicaragua on 

June 26. 


Ill 

WORLD ECONOMICS 

In many countries the year was one of continuous recovery. 
In France the upward movement which began at the end of 1935 
continued. In May, wholesale prices had risen by 13 per cent and 
industrial production by 11 per cent. A crisis was occasioned in 
the summer by labor difficulties. The new Popular Front Govern¬ 
ment which came into power in May coped with this situation by 
a series of reform measures. Foremost among these measures 
was the,reorganization of the Bank of France. The Bank, a private 
corporation, was formerly managed, partly by persons chosen by 
the Government, and partly by persons elected by the two hundred 
largest shareholders. Under the new law, each stockholder has 
one vote regardless of the number of shares he owns. The num¬ 
ber of directors elected by the stockholders was reduced and the 
number appointed by the Government increased. 

A forty-four hour week without i*eduction of pay was decreed 
for industrial workers. Vacations of two weeks with pay were 
established. The Government also instituted a program of public 
works to relieve unemployment, to cost 20,000,000,000 francs in 
three years. Later (Sept. 7) 14,000,000,000 francs were appro¬ 
priated for increases in armament in the next four years. 

Meanwhile the flight from the franc grew. Gold exports, 
chiefly to the United States, became very .heavy. On Sept. 28 
the basis of the currency was changed. Parliament authorized the 
government to fix the price of gold at such points between 65.6 per 
cent and 74'8 cent of its former price as the needs of the coun¬ 
try might dictate. In November the discount rate of the Bank of 
France dropped from 5 per cent to 2 per cent. 

On Sept. 28, Switzerland suspended gold payments and estab¬ 
lished the foreign exchange value of the franc at from 66 per cent 
to 75 per cent of its former value; the Netherlands placed an em¬ 
bargo on gold. On Oct. 5, the gold content of the Italian lira was 
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reduced by 41 per cent. Czechoslovakia fixed the gold content of 
the crown at between 86.7 per cent and 81.32 per cent of its former 
amount. Latvia changed the basis of linking the lat to sterling by 
41 per cent. On Sept. 28, the United States, Great Britain and 
France indicated their intention to use their equalization funds to 
stabilize foreign exchange markets. Later the Netherlands, Bel¬ 
gium and Switzerland joined in these arrangements. 

In Great Britain wholesale prices rose by 7 per cent more than 
in any year since the beginning of the depression. Business activity 
increased by 8 per cent above the average for 1935; employment 
increased by 7 per cent and unemployment fell nearly to the 1929 
level. The iron and steel and textile industries improved greatly. 
The gold reserve of the Bank of England increased by 25 per cent 
and note circulation by only 4 per cent. Although imports of raw 

materials increased by 30 per cent, exports of British manufacturers 
remained almost unchanged. 

The Scandinavian members of the sterling bloc showed sub¬ 
stantial improvement. In I 935 » production was about 25 per cent 
greater than in 1929. It improved further in 1936 to a level 35 
per cent above that of 1929. Unemployment is at the level of pre¬ 
depression days. Belgium maintained the improvement made at 
the end of last year. 

In Germany, production increase was primarily stimulated by 
the heavy armament program and by public works. Unemployment 
declined to a level below that of many pre-depression years. The 
gold reserve of the Reichsbank, however, declined again by 25 per 
cent and in October was only 26,000,000 reichsmarks. Exports 
showed an upward trend and imports increased a little but there 
remained a shortage of many raw materials and foodstuffs were 
insufficient in many lines. 

In the United States, the upward trend of production and em¬ 
ployment was without set-back for the first year since 1933. Stock 
prices rose substantially, bank deposits increased. Gold came into 
the country to the amount of $984,000,000. Meantime, because of 
relief expenditures, the public debt increased by $2,386,000,000. 
Throughout the year the value of the dollar was stable. In spite 
of a severe drought, the income of farmers, as a whole, rose higher 
than the year before. 

In Canada, the general index of business activity increased by 
14 per cent, wholesale prices by 6 per cent. Although the wheat 
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crop was small, the rise in prices more than compensated for it. 
Shipments of newly mined gold were the heaviest since the war and 

the export of zinc has also been large. 

Most of the South American countries showed some improve¬ 
ment this year. In the Argentine, the high prices resulting from 
the summer drought in the northern hemisphere led to heavy ex¬ 
ports of farm products. On October 5 a conference on control of 
the price of coffee was held at Bogota with representatives of 
Bolivia, Brazil, Costa Rica, Venezuela, Salvador and Nicaragua. 
Meanwhile, many of these countries are planting more cotton. 

In Japan, wholesale prices of commodities rose by 5 per cent 
during the year. Production in the heavy industries increased, but 
production of consumers’ goods declined. Foreign trade remained 
at approximately the level of the previous year. In China, the tran¬ 
sition to a currency tied to sterling was accomplished successfully. 
Prices have risen by 5 per cent. Imports increased substantially 
but the export trade declined. 

IV 

AVIATION 

Early in the year aviation began to come of age as a transporta¬ 
tion medium through important inter-airline agreements. First 
was the formation of the Air Transport Association of America. 
One of the first actions taken by this association was the announce¬ 
ment of scrip air-transportation purchasable by business firms in 
$500 blocks at 15 per cent discount. On Feb. i, the Railway Ex¬ 
press Agency announced that all domestic lines, with the exception 
of Transcontinental & Western Air, had combined their express 
business under the Air Express Division of the Agency. This 
resulted in a uniform system serving over 200 cities. As a result, 
air express jumped from 2,180,000,000 pound miles in 1935 to 
3,800,000,000 pound miles in 1936—a gain of about 75 per cent. 

New equipment ordered and actually placed in service during 
1936 was almost entirely Douglas and, for smaller ships, Lock¬ 
heed. The Douglases were designed for 21 passengers—though 
there are some de luxe models. They are powered 

with 1,000 horsepower radial air-cooled engines, are equipped with 
berths, and make the coast-to-coast run with only three stops. 
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These interline agreements and improvements in equipment, plus 
better timed and more frequent schedules brought the year’s 'total 
passengers for the first time to well over a million. 

Important new transport development included start of sched¬ 
uled passenger service across the Pacific by Pan American Airways 
in October. The German Zeppelin Hindenhurg made a series of ten 
experimental Atlantic crossings, between May and October, carry¬ 
ing more than i,ooo passengers, and a pair of Diesel-powered Ger¬ 
man flying boats made four crossings by way of the Azores to New 
York, 

For the industry as a whole, 1936 was one of its best years. 
In 1935 the production of commercial and private planes totalled 
1,100, in 1936 American factories turned out 2,400. 

Aeronautical exports were the highest on record during 1936. 
The value of all aeronautical products exported totalled $19,572,910 
for the first ii months of the year compared with only $13,500,000 
for the same period the year before. United States customers com¬ 
prised a list of 83 foreign countries, of which China was the best, 
with an expenditure of $6,900,000. 

In production of military planes Germany led, having an air 
force of approximately 7,000 ships at the end of the year, and pro¬ 
duction facilities for about 10,000 a year. Close behind came 
Russia, France, England and Italy. 



Chapter II 

THE UNITED STATES 


I 

RECOVERY AND ECONOMIC OUTLOOK 

T he economic outlook at the opening of 1937 was with¬ 
out doubt the brightest since the crash of 1929. The pro¬ 
duction of steel was 43 per cent higher in 1936 than in 1935, 
while the output of coke pig iron was up 32 per cent. By the end 
of 1936 steel had almost reached its average 1929 production. Net 
profits of railroads for 1936 were about $150,000,000 as against 
only $7,539,127 in 1935, and a deficit of $16,887,078 in 1934. 
Foreign trade for the first eleven months of the year saw an 8 per 
cent increase in exports ($2,223,000,000) and a gain of 17 per 
cent in imports ($2,174,000,000). Bank clearings for the last week 
of 1936 showed a 16.7 per cent increase over the same period for 
1935 - Production volume and trade during 1936 was estimated 
at 15 per cent above that of 1935, business volume at about 45 per 
cent larger than the low year 1932 and the largest since 1930. It 
reached within 3 per cent of 1930, but still 17 per cent below the 
aggregate for the peak year 1929. This returning prosperity was 
reflected in dividends and in the stock market. 

Still disturbing, however, was the unemployment situation. 
While, according to a year-end statement by Secretary of Labor 
Perkins, more than 6,000,000 men and women who had been job¬ 
less in March 1933 were working again in private employment, 
there were, nevertheless, some 3,000,000 men and women engaged 
in useful work provided by the Government. However, the De¬ 
partment of Commerce on Nov. 10 reported that unofficial check¬ 
ups indicated slightly less than 9,000,000 unemployed at the end 
of September, a drop from 11,000,000 in January. 

The relief load was the lowest since 193^* Relief cases had 
been cut 28 per cent from the peak of 5,316,000 in January 1935 

9 
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to 3.498,012 on Oct. 15, 1936. The major portion of relief was 
handled through WPA and PWA. The WPA had cost $1,772,- 

745.795 from its inception to Sept, i, 1936. At the end of the year 
Secretary Ickes announced that all of PWA’s fifty housing proj¬ 
ects were either completed and the houses occupied, or were in 
process of construction. Other New Deal relief measures continued 
and it was announced that the President planned to propose legis¬ 
lation to finance a “permanent” Civilian Conservation Corps of 
from 300,000 to 350,000 men. 

In the field of welfare legislation, no act of the previous Congress 
was more discussed during the last half of the year than the Social 
Security Act. Long before the Act had begun to function it was 
being attacked in the lower courts and had finally reached the 
Supreme Court, but without decision up to the end of the year. 
In the meantime, machinery was set in motion for registration of 
employees under this act. 

While the year 1936 brought increased employment, higher wages 
in many industries, numerous year-end bonuses, and much significant 
State welfare legislation, there existed widespread labor troubles. 
The year began with a localized strike in New York, in January, 
of the elevator operators. A fight between the Newspaper Guild 
and the Hearst-owned Seattle Post-Intelligencer ended publication 
for some weeks until the management met the demands of the 
Guild. On Oct. 28 began a strike of the International Seamen’s 
Union on the Pacific coast which soon spread to other marine unions 
and to the Gulf and Atlantic coast, effectively tying up shipping on 
the Pacific and crippling it on the Gulf and Atlantic. 

Meanwhile friction between the exponents of crafts unionism 
and industrial unionism had become acute. In April John L. Lewis, 
president of the United Mine Workers, organized a Committee on 
Industrial Organization to promote industrial unionism. In reply, 
William Green, president of the A. F. of L., ordered the C.I.O. 
(1,000,000 members) to disband and, when this was not done, 
suspended the C.I.O. unions (Dec. 10) from the A. F. of L. 

The end of the year brought to a head a sit-down strike in the 
automobile industry involving 105,000 employees in 20 plants of 
the General Motors Corporation, and fostered by the C.I.O. The 
strike began Dec. 29 and lasted 44 days, until, on Feb. ii, I 937 > 
a truce pending final settlement was brought about through the 
mediation of Governor Frank Murphy of Michigan, whereby the 
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Corporation agreed to recognize the United Automobile Workers 
of America as the collective bargaining agency for its own mem¬ 
bers. 


II 

♦ 

SEVENTY-FOURTH CONGRESS AND SUPREME COURT DECISIONS 

One of the earliest acts passed during the session was the Neu¬ 
trality Act (approved February 29), which amends and extends the 
provisions of similar legislation passed during the previous year, 
providing that it shall be unlawful to export, or for an American 
or other vessel to carry arms, ammunition or implements of war to 
any belligerent state or to any neutral port for transshipment to or 
for use of a belligerent country. It further warns American citizens 
that they may travel on belligerents’ vessels only at their own risk. 

In the Soil Conservation and Domestic Allotment Act (approved 
February 29), Congress strove to accomplish the objectives of the 
invalidated AAA. Provision was made for soil conservation, re¬ 
establishment of farm income, assurance of adequate supplies of 
food and fiber, and protection of rivers and harbors against soil ero¬ 
sion. In the Cotton-Tohacco-Potato Repeal Act (approved Febru¬ 
ary 10) and in the Cotton-Tohacco-Potato Lien Act (approved 
March 2) Congress repealed the Bankhead Cotton Act of April 21, 
1934, and other agricultural acts. An Agricultural Appropriation 
Act (approved June 4) appropriated $191,304,606, for the Depart¬ 
ment of Agriculture, for the fiscal year 1937. At the close of the 
session a Farm Mortgage Amendatory Act (approved June 22) was 
also passed, authorizing the RFC to make loans in an aggregate not 

exceeding $125,000,000 for drainage, levees, irrigation or similar 
projects. 

Legislation for flood control in various states, included the 

Citron Flood Compact Act (approved June 8), the Mississippi 

Flood Control Act (approved June 15), and the Flood Control Act 

(approved June 22) for other sections than the Mississippi and its 
tributaries. 

The Panama Canal Act (May i) and the Panama Canal Ship 
Measurement Act (approved April 13) dealt with investigations as 
to increasing the capacity of the canal, and the charging of propor¬ 
tionate tolls. The Steamboat Inspection Act (approved May 27) 
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provides for laws increasing efficiency in prevention of disaster. 
The Ship Subsidy Act (approved June 30) would end, on June 30, 
1937. subsidies to the merchant marine through the medium of mail 

contracts and promote the American merchant marine through 
direct subsidies. 

The Rohinson-Patman Price Discrimination Act (approved 
June 20) makes it unlawful in interstate commerce to discriminate 
in price between different purchasers, in ways which may tend to 
lessen competition or create a monopoly. The Walsh-Healey Gov¬ 
ernment Contract Act (approved June 30) provides that public con¬ 
tracts in excess of $10,000 made by any department or agency of 
the Federal Government shall include stipulations requiring that the 
contractor be a manufacturer or regular dealer in the materials for 
which he is contracting, and shall conform to labor requirements 
stipulated by law. 

Regarding the Budget, Administration estimates early in 1936 
for the fiscal year 1936-37 put income at around $6,050,000,000 
and expenditures at $8,223,000,000. As the cost of relief would be 
somewhere between $2,000,000,000 and $2,500,000,000, it was evi¬ 
dent that, except for relief expenditures, the Administration was 
close to balancing the Budget. The Deficiency Relief Appropria¬ 
tions Act, passed the last day of the Congressional session, appropri¬ 
ated $2,375,281,000 to supply deficiencies in appropriations for the 
fiscal year 1936 and supplemental appropriations for the fiscal years 
1936 and 1937. The latter included $1,425,000,000 for relief and 
work relief. Thus, the total appropriations of the second session of 
the Seventy-fourth Congress were $9,716,430,863, which with those 
of the first session, totalled for this Congress $19,296,187,373. The 
Treasury Department on December 13 estimated the public debt fol¬ 
lowing the calendar year’s financing at $34,232,200,000. 

The possibility of balancing the budget was largely negated by 
the passage of the Bonus Payment Act. This act, which provided 
for the redemption of the adjusted service certificates held by the 
Government life insurance fund by means of exchanging them for 
3 per cent bonds in the same amount, which in turn might be con¬ 
verted into cash, was vetoed by the President on January 24. The 
House immediately re-passed it over the veto by 324 to 61. Three 
days later (January 27) the Senate took similar action 76 to 19. 
On January 29 the President asked for $2,249,178,375 to carry the 
legislation into effect. 
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The Revenue Act passed on the last day of Congress carried 
some $800,000,000 in estimated revenue and embodied a funda¬ 
mental revision of the method of corporation taxation. Among the 
important features of the Act are a normal tax on corporations 
ranging from 8 to 15 per cent on all earnings, and an undistributed 
earnings tax ranging from 7 to 27 per cent on the amount of 
adjusted net income "which is not distributed to stockholders. 

Congress voted over $1,000,000,000 for the Army and Navy. 
The Navy appropriation for the fiscal year ending June 30, 1937, 
w^as $526,546,532 and the President was authorized to construct 
twelve destroyers, six submarines and not more than two battle¬ 
ships as replacements of over-age capital ships, the latter to be 
undertaken if capital-ship replacement construction has been begun 
by other signatory powers of the London Naval Treaty of 1930. 
Funds were allowed for increasing the Navy-enlisted personnel 
from 93>50 o to 100,000 men, the Marine Corps strength from 
16,000 to 17,000, an addition of 333 new airplanes to increase the 
fighting planes of the Navy to 1,259. 

For the Army, the War Department Appropriation carried a 
total of $572,444,844, of which $383,104,859 was for purely mili¬ 
tary and $189,341,985 for non-military purposes, the latter includ¬ 
ing appropriations for river and harbor works, flood control on the 
Mississippi, and for the Panama Canal. The Act authorized an in¬ 
crease in the enlisted strength of the Regular Army from 147,000 to 
165,000 men and of the National Guard from 195,000 to 200,000 
officers and men. Liberal appropriations were made for the Army 
Air Corps, authorizing 565 new airplanes. A special Army Air 
Corps Plane Bill was passed at the end of the session to increase the 
strength to 2,320 serviceable planes. 

As in the previous year the activities of the Supreme Court in 
1936 were largely concerned with passing on the legislation ensuing 
from New Deal legislation. Probably the most important of the 
1936 decisions of the Supreme Court was that (in the Hoosac Mills 
Case) concerning processing taxes which, by a six-to-three vote, 
declared the Agricultural Adjustment Act unconstitutional. Essen¬ 
tially the majority opinion held that the Act was not warranted 
under the commerce clause or the general welfare clause, that it was 
an improper use of the power to tax and that it was an invasion of 
the reserved rights of the States. In a strong dissenting opinion the 
minority saw no basis for denying public aid to farmers, upheld 
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the power of the Government to spend public funds for welfare and 
insisted that the processing taxes for the purpose intended were a 
valid exercise of Federal taxing power. About $200,000,000 of 
AAA taxes impounded since January 6 were returned to the proc¬ 
essors, which seemed unjust in view of the fact that the taxes had 
already been passed on to the consumer. 

The Supreme Court, on May 18, invalidated the Guffey Coal 
Act. This act had sought by means of a punitive tax to establish 
prices, hours and wages in the soft coal industry and thus bring 
some order in a particularly chaotic industry. Asserting that the 
tax was not a tax but a penalty, and that the regulation of hours and 
wages was an invasion of States’ rights, the majority of five threw 
out the entire Act but reserved judgment on the validity of price 
fixing. 

An extremely significant decision, because it affected minimum 
wage laws in seventeen States, was the five-to-four decision ren¬ 
dered June I which declared the New York State Minimum Wage 
Law for Women and Children unconstitutional (upholding a sim¬ 
ilar stand of the New York Court of Appeals). 

Of some bearing on New Deal legislation was the decision of 
Nov. 23 which upheld the New York State Unemployment Insur¬ 
ance Act. The decision was four-to-four with Justice Stone too ill 
to participate. 


Ill 

PRESIDENTIAL ELECTION 

In the campaign of 1936 the Republican Party attempted to 
return to power by finding a candidate for President who would 
command enthusiastic support, and by convincing the electorate that 
the New Deal endangered the nation’s future. In the Republican 
Convention in Cleveland (June 10-12), Alfred Mossman Landon, 
Governor of Kansas and an able executive in a period of hard 
times, was nominated unanimously for the Presidency, over the 
claims of Senators William Borah and Arthur H. Vandenburg. 
Colonel Frank Knox, publisher of the Chicago Daily News, was 
nominated Vice-President. John D. M. Hamilton, of Kansas, was 
chosen as chairman of the Republican National Committee to suc¬ 
ceed Henry P. Fletcher, of Pennsylvania. 
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The Republican platform then pledged itself primarily to main¬ 
tain the American system of Constitutional and local government 
and the American system of free enterprise. Re-employment should 
be brought about by removing all restrictions on production; the 
right of labor to organize and bargain collectively was pledged, and 
aid to agriculture was promised. 

The Democratic Convention, which met in Philadelphia (June 
23-27), renominated Franklin D. Roosevelt and John Nance 
Garner by acclamation. The Convention rescinded the two-thirds 
vote which had operated since the first Democratic convention in 
1832, the new method to go into effect in 1940. 

The Democratic platform emphatically endorsed the New Deal 
and promised to continue it even to the extent of a Constitutional 
amendment, if necessary. The platform promised, among other 
things, to continue the safeguarding of savings and investments, 
old age and social security, and adequate housing for the underpriv¬ 
ileged; it condemned monopolies and concentration of economic 
power, and pledged a continuation of the “good neighbor policy” in 
foreign relations. 

The Socialist Party nominated Norman Thomas for the Presi¬ 
dency and George A. Nelson, a Wisconsin farmer, for Vice-Presi¬ 
dent. A Union Party organized around three groups—the old 
“Share-the-Wealth” following of Huey Long, now led by Reverend 
Gerald L. K. Smith; a considerable element of the Townsendites; 
and in particular the followers of Reverend Charles E. Coughlin, 
who had organized the National Union for Social Justice. The 
Union Party was essentially an inflationist group, its principal plat¬ 
form being the demand for a Government central bank with com¬ 
plete control of money and credit, which would issue new currency 
to retire all Government bonds, and refinance all farm and home 
mortgages. The candidates of the new Union Party were W^illiam 
Lemke, Congressman from North Dakota, for President, and 
Thomas Charles O’Brien, a Boston lawyer, for Vice-President. 

The Communist Party nominated Earl Browder for President 
and James W. Ford, a Negro, for Vice-President, both party 
organizers. The chief aim of the Communist Party today,” said 
their platform, “is to defeat the Landon-Hearst-Liberty League 
reaction; to defeat the forces of Wall Street.” 

While trained political observers were convinced of an easy vic¬ 
tory for Roosevelt, few indeed believed that the decision would be 
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SO overwhelming as it turned out to be. In the general election 
Roosevelt and Garner polled 27,751,612 votes to 16,681,913 for 
Landon, out of a total poll of 45,812,155, giving the victors a plu¬ 
rality of 11,069,699 and an electoral vote of 523 to 8. Landon and 
Knox secured only the electoral votes of Maine and Vermont. Of 
the minor parties Lemke and O’Brien (Union) polled 891,858 
votes; Thomas and Nelson (Socialist), 187,342; Browder and Ford 
(Communist), 80,181; Colvin and Watson (Prohibitionist), 
37,609; Aiken and Teichert (Socialist-Labor), 12,729; scattering 
and void, 168,911. The vote as a whole was record breaking— 
6,000,000 more than were ever cast in a previous election. 

As a result of the election, the composition of the Seventy-fifth 
Congress is as follows: In the Senate after Jan. i, 1937, there 
were 75 Democrats, 17 Republicans, 2 Farmer-Laborites, i Pro¬ 
gressive and I Independent. In the House of Representatives the 
Democrats elected 334, the Republicans 89, Farmer-Laborites 5 and 
Progressives 7. 

Of 33 gubernatorial posts contested the Democrats won 27, 
Republicans 3, Farmer-Laborites i. Independent i and Progres¬ 
sives I. 


IV 

FOREIGN RELATIONS 

The year opened with an effort on the part of the United States 
at the London Naval Conference to save some shreds of the Wash¬ 
ington and London treaties of 1921-22 and 1930. What chances 
there may have been were largely nullified by Japan’s refusal in 
January to abide by the 5 " 5"3 longer. As a consequence, 

the new London Naval Treaty fixed no naval ratio among the great 
Powers, and set no limit to the total tonnage or number of effectives 
in any navy. The treaty, signed March 25, by the United States, 
Great Britain and France and drafted to run until 1942, limits capi¬ 
tal ships to 35,000 tons; aircraft carriers to 23,000 tons; class A 
cruisers to 10,000 tons. There are also limitations of gun calibers 

in the different classes. _ • • 

The Neutrality Act of 1935 had had its test m the Ethiopian 

War, and was strengthened by the Neutrality legislation 
1936. The Act, however, did not anticipate civil war. Un the 
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opening of the civil conflict in Spain the United States reaffirmed 
its non-intervention policy. When, later, American exporters were 
found legally shipping supplies to the Spanish government, new 
Congressional legislation was prepared to include civil war in the 
Neutrality Act. 

The “good neighbor” policy with respect to Latin America was 
continued during 1936. On March 2 a new general treaty was 
signed between Panama and the United States, in which United 
States dropped the guardianship guarantee and disclaimed the 
right to intervene outside of the Canal Zone. 

As his greatest gesture towards peace. President Roosevelt, on 
Dec. I, opened in Buenos Aires the Inter-American Conference 
for the Maintenance of Peace composed of representatives of 
21 American republics convened at his request. The large delega¬ 
tion and stafif of the United States was headed by Secretary of 
State Cordell Hull, who initiated many of the Conference measures. 
The chief result was the approval of a consultative pact pledging 
the republics to consult with one another in case of any threat to 
peace on the American continent, whether from within or without. 
Machinery relating to the preservation of neutrality and to a fixed 
policy of arbitration in disputes among American nations was also 
agreed upon. In addition, resolutions were adopted by the Con¬ 
ference pledging the American states to a general commercial pol¬ 
icy of equality of economic treatment and to the furtherance of 
international trade and cooperation. 

In our foreign policy, the trade agreements authorized by the 
Reciprocal Trade Agreement Act of 1934 were vigorously pushed, 
additional agreements during the year being negotiated with France, 
Switzerland, Finland, Guatemala, Nicaragua and Costa Rica. 

The report of the Governor of the Hawaiian Islands indicates 
that sugar has had a very profitable year, benefiting by payments 
from the AAA amounting to $13,323,861, and by firm prices. A 
reconstruction program in Hawaii, designed to improve the eco¬ 
nomic and social status of citizens, has been promoted during the 
year. A number of road improvement and water development proj¬ 
ects have been completed with FERA funds. 

The Philippine Commonwealth completed its first year on 
Nov. 15, 1936. No strong minority party has developed and 
the coalition party of President Quezon fully controls policy and 
patronage. In July Frank Murphy resigned as High Commissioner 
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and was temporarily succeeded by Weldon Jones. The external 
trade of the islands showed marked improvement in 1936, being the 
largest recorded in over five years. 

The Quezon administration has taken active steps towards the 
establishment of an adequate defense system. The defense plan is 
the work of General Douglas MacArthur, former chief of staff of 
the United States Army and now Philippine Field Marshal. It calls 
for conscription, compulsory military training for adults artd school 
children, and a regular army of 19,000 men. The expiration of 
the non-fortification provisions of the Washington Naval Treaty, 
at the end of 1936, raises a query as to what steps the United States 
will take regarding the maintenance and development of naval bases 
in the Philippines. 

A bill, providing a plebiscite in Puerto Rico on the question of 
independence, was introduced into the United States Senate on 
April 23 by Senator Tydings. The Tydings bill would accord 
Puerto Rico full independence after a four-year commonwealth 
status, during which period progressive United States tariff rates 
would be.applied to Puerto Rican products, increasing to full rates 
when independence was complete. As 95 per cent of the islands 
overseas trade is absorbed by the United States, the result would 
be serious. Independence is supported by the Liberal minority 
party and by the small but fanatical Nationalist Party, led by Pedro 
Albizu Campos. In July, following the assassination by two Nation¬ 
alists of Colonel E. Francis Riggs, Chief of Insular Police, Campos, 
with seven others, was tried for promoting the overthrow of the 

Government and were imprisoned. 

A Virgin Islands Permanent Government Act (approved June 

22) provides for universal suffrage after Jan. i, I93^> ^ 
torial legislative assembly of sixteen and an executive consisting 

of a Governor appointed by the President. 



Chapter III 

LATIN AMERICAN COUNTRIES 

I 

THE GRAN-CHACO DISPUTE 

I N SPITE of the truce arranged between Paraguay and Bolivia 
in June, 1935, the basic question, the settlement of the terri¬ 
torial claims of the two countries in the Chaco Boreal, still 
remains unsettled. The Commission of Neutrals in Buenos Aires, 
representing Argentina, Brazil, Chile, Peru, Uruguay and the 
United States, effected an agreement, early in the year, for the 
repatriation of prisoners of war and the resumption of diplomatic 
relations between Paraguay and Bolivia. But in October the Chaco 
peace conference came to an impasse on Paraguay’s refusal to with¬ 
draw its troops from the Villamontes-Santa Cruz road, Paraguay 
maintaining that the establishment of a neutral zone between the 
two armies was contrary to the protocols ending hostilities. 

The Chaco dispute was excluded from the agenda of the Inter- 
American Conference for the Maintenance of Peace, although the 
Paraguayan and Bolivian Foreign ministers, pledged their countries 
to a peaceful settlement of the dispute. The United States Supreme 

Court, on December 21, sustained the former arms embargo against 
Bolivia and Paraguay. 


II 

MEXICO 


The threat of a Callista coup d’etat, as a result of the return to 
Mexico, late in 1935, of General Calles, was ended in April, 1936, 
when President Cardenas exiled the reactionary leader. Cardenas 
then proceeded with his Six-Year Plan, including “socialistic edu¬ 
cation," the redistribution of land among the peasants, nationaliza- 
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tion of certain industries, and improved housing for workers. The 
educational plan is bitterly opposed by Catholic bishops who have 
forbidden Catholics to send their children to the Government 
schools. In 1936, 2,000 non-religious schools were established. In 
April forty Catholic churches were reopened in Mexico City. 

Up to May, I936> 10,000,000 acres had been expropriated and 
distributed to about 300,000 heads of families. In the Laguna dis¬ 
trict of Coahuila and Durango hundreds of thousands of acres of 
British-owned cotton lands have been confiscated. 

A strike in the petroleum industry, affecting seventeen com¬ 
panies representing an estimated foreign investment of $350,000,- 
000, was postponed by the oil workers, on Nov. 28, for four months. 
The oil companies feared the strike might lead to the socialization 
of oil properties under the new legislation. 

In January, the United States Treasury announced an agree¬ 
ment with Mexico by which the Treasury would acquire through 
the Bank of Mexico practically all of the newly mined Mexican 
silver. Mexico’s production of silver in 1935 amounted to 74,500,- 
000 ounces. In December Mexico obtained a loan of $5,500,000 
in New York for railway construction. 

Ill 

THE CENTRAL AMERICAN REPUBLICS 

The National Assembly of Panama approved in December a 
treaty with the United States, signed in Washington March 2, 
amending the original Canal treaty of 1903. By this pact the 
United States renounces the right of intervention and the role of 
guardian of the republic. The dispute over the payment of the 
annual Canal rental in devaluated dollars has been settled by the 
provision for annual payment, retroactive to 1934, of 430,000 bal¬ 
boas, a sum slightly in excess of $250,000 gold. 

Costa Rica’s Presidential elections in February resulted in a 
victory for the more liberal elements, Leon Cortes, former Minister 
of Public Works, being elected. 

During the year Costa Rica, Guatemala, and Nicaragua, gave 
notice of their intention to withdraw from the League of Nations. 
These countries also concluded, in 1936, reciprocal trade agree¬ 
ments with the United States. An Army revolt in May against 
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President Sacasa of Nicaragua resulted in his exile on June 5. In 
the presidential election held Dec. 8, General Anastasio Somoza, 
National Liberal Party candidate, had no opposition. President¬ 
elect Somoza listed among his partisans the Blue Shirts, a group 
of Fascist youth. He has announced his intention of balancing the 
budget, establishing schools, and building highways and railroads. 

In Honduras, constitutional obstacles to the reelection, in 1937, 
of President Tiburcio Carias were overridden by the authorization 
of elections for a Constituent Convention to amend the Constitu¬ 
tion, although legally amendment can be secured only by a two- 
thirds majority in two successive legislatures. As a result of the 
elections, 59 Nationalists, all members of the President’s party, 
were returned without opposition. Thus another Central Amer¬ 
ican state moves towards dictatorship. 

The present commercial treaty between Salvador and Great 
Britain has been continued for another year. A proposed recipro¬ 
cal trade treaty with the United States is under consideration. In 
December the Salvador Congress passed a law authorizing Presi¬ 
dent Maximiliano Martinez to set a date for the election of mem¬ 
bers to a Constituent Congress to reform the Constitution. A 
Communist uprising late in the year was suppressed. Several army 
officers were executed and martial law declared. 

IV 

SOUTH AMERICAN COUNTRIES 

A general strike was staged in Buenos Aires in January, as a 
protest against the way in which the strength of radical sentiment 
in the provincial elections had been ignored by the National Demo¬ 
crats, the party of President Agustin P. Justo. The latter recog¬ 
nized the opposition by the appointment of a member of the Radi¬ 
cal party as Finance Minister and of a Progressive Democrat as 
Minister of Agriculture. Municipal elections in Buenos Aires in 
March transferred control of the city government from the Social¬ 
ists to the Radical party. Throughout Argentina a vigorous anti- 
Communist campaign has been carried on, including refusal to 
admit Spanish refugees with Communist leanings, numerous raids 
in the province of Buenos Aires, and attacks on certain schools for 
teaching Communist doctrine. 
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The Inter-American Conference for the Maintenance of Peace 
was opened in Buenos Aires in December by President Roosevelt. 
Dr. Saavedra Lamas, Foreign Minister of Argentina, who had 
served as president of the League of Nations Assembly in Sep¬ 
tember, was chief spokesman for the opposition to the United 
States proposal for a neutrality pact. He favored a world system 
of collective security, rather than a regional one. 

In the spring of 1936, military leaders seized political control 
in Bolivia after a junta of Army officers and civilian members of 
the Socialist party had forced President Luis Tejada Sorzano to 
resign. The result was the military-socialist government of Colonel 
David Toro. The share of the military in the 1936 budget increased 
to 30 per cent as compared with 20 per cent in 1930. The cessa¬ 
tion of the Gran-Chaco War and the favorable condition of the tin 
market have brought some economic recovery in Bolivia. 

After a year’s imprisonment, forty suspects in the Brazilian 
revolt of 1935 were released in December by President Getulio 
Vargas. On the other hand, 156 Leftists were indicted on Decem¬ 
ber 15 in connection with that revolt. Among them is Luis Carlos 
Prestes, alleged to have acted under direct orders from the Comin¬ 
tern in Moscow. The Alianza Libertadora, which promoted the 
revolt, denies any complicity with the Communists. Defeat of the 
revolutionists has left the Vargas Government in control of the 
Army and of Congress. A reciprocal trade agreement with the 
United States became effective Jan. i. Cotton production has 
been greatly stimulated by the cotton control policy of the United 
States, and also as part of a crops diversification program which 
aims to remove coffee from its dominating position. 

In November, Chile became the fifth country to recognize the 
Italian conquest of Ethiopia. Influenced by the importance of her 
trade in copper and nitrates, Chile had threatened to quit the 
League of Nations unless sanctions were voluntary. 

The first Pan-American Labor Conference, recommended by 
the Montevideo Conference in 1933, was held in Santiago in Janu¬ 
ary. The Conference was planned by the International Labor 
Organization of the League of Nations. Canada was officially rep¬ 
resented for the first time in a Pan-American conference. The 
storm center was the question of child labor, the exclusion of chil¬ 
dren under sixteen from employment being opposed by both Chile 
and Brazil because of their embryo textile industries. 
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A newly created Leftist Popular Front in Chile, with which 
the Radicals are cooperating, is causing uneasiness to the Con¬ 
servatives and Liberals, who support President Alessandri. The 
Communist party has a membership of about 17,000 in the coun¬ 
try, including both Stalinist and Trotskyist factions, both with par¬ 
liamentary representation. 

The provisions in the new Constitution of Colombia, authoriz¬ 
ing the expropriation of private property without indemnity, and 
the new agrarian law before Congress led to an attack on these 
measures as Communistic, and an appeal in the Senate for a Con¬ 
servative party to cooperate with the right wing Liberals to save 
the country from Communism. \ 

The Oriente boundary dispute between Ecuador and Peru has 
been submitted to the arbitration of President Roosevelt. On Sept. 
30, the opening parley was held in Washington. A military 
revolt, allegedly supported by Communist elements, the third in six 
months against the dictator. President Federico Paez, was promptly 
suppressed in November. The Communist party has been out¬ 
lawed by presidential decree; all strikes are prohibited; and Army 
officers have been placed at the head of several colleges. The banana 
industry, begun on a large scale in 1934, continues to expand, and 
the increase in cotton output is absorbed by Ecuador’s growing 
textile industry. 

In Paraguay, dissatisfaction of Army veterans with the Chaco 
peace agreement led to a successful revolution, Feb. 17, headed 
by Colonel Rafael Franco, Chaco War hero, who had been exiled 
earlier in the month by President Ayala on a charge of Communist 
plotting. A decree issued March 10 established Paraguay as a one- 
party, totalitarian state. A few days later President Roosevelt 
recognized the de facto Franco Government on the understanding 
that the Chaco peace protocols would be respected. The cessation 
of hostilities in the Chaco has permitted some economic reconstruc¬ 
tion, especially in Paraguay’s cotton industry. 

On Nov. 14, Peru’s Constituent Congress, which has vir¬ 
tually all the powers of a national Congress, approved a bill ex¬ 
tending the term of President Oscar Benavides for three more 
years, the law providing that the President might call a general 
election “when convenient.” The Congress defeated by a five-to- 
one vote a resolution of the Revolutionary Union Party demand- 
ing the impeachment of the President on the ground that the sus- 
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pension of the electoral count in the October elections, after the 
strength of the Social Democratic nominee, Dr. Luis Antonio 
Eguiguren, had been shown, and the appointment of a military 
cabinet by Benavides were equivalent to a coup d’etat. The ten par¬ 
ties represented in the Constituent Assembly fall into three political 
groups, the Right, represented principally by the Nacionalista 
party; the Center, composed of nine groups combined as the 
National Front; and the Left, made up of Apristas and Socialistas. 
Cotton production in Peru is the highest yet recorded; foreign 

trade shows a slight gain, and the mining industry considerable 
progress. 

General Eleazar Lopez, Provisional President of Venezuela 
since the death of the twenty-seven-years dictator, Juan Vicente 
Gomez, was elected full-term president by the Venezuelan Con¬ 
gress in April. President Lopez, one of the chief lieutenants of 
General Gomez, approved “in principle’’ the objectives adopted by 
3,000 political exiles in New York calling for repatriation of all 
political exiles, reestablishment of civil liberties, the overthrow of 
monopoly, the protection of workers, universal suffrage for both 
sexes, and the establishment of a “democratic, alternating and re¬ 
sponsible government.” 


V 

CUBA, HAITI AND DOMINICAN REPUBLIC 

Cuban women first exercised the vote in the presidential elec¬ 
tion of January lo, which resulted in victory for the tri-party 
Gomez coalition. The passage of a constitutional amendment on 
Jan. 23, permitting a retroactive increase in the membership of 
the Senate from 24 to 36, the electors of the minority party to 
name the 12 additional senators, gave the followers of the defeated 
candidate. General Mario Menocal, one-third of the new Senate. 
The inauguration of Dr. Miguel Mariano Gomez on May 20 ended 
two and a half years of provisional government in Cuba. 

President Gomez declared the victory of the coalition a triumph 
for democracy. His triumph was short-lived, however. In Decem¬ 
ber, an Army-sponsored sugar tax bill, providing for a tax of nine 
cents a bag on all sugar produced, to be turned over to the Army 
for establishment of civil-military rural schools, passed the Senate 
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and came before the House of Representatives, President Gomez 
branded the bill as “anti-democratic”, and threatened to veto it if 
is passed the House. Behind the controversy lay a struggle for 
supremacy between the President and Colonel Fulgencio Batista, 
Army dictator, who had already opened 700 civil-military schools. 

Following the veto of the bill, 177 members of the House of 
Representatives charged the President with “coercion of Con¬ 
gress” and impeachment proceedings were instituted. On Dec. 
24 the trial in the Senate ended with the impeachment of Presi¬ 
dent Gomez, even though the charges seemed flimsy and unwar¬ 
ranted, On the same day the Vice-President, Colonel Federico 
Laredo Bru, of the Nationalist party, was inducted into office. 

The rural military school movement of Colonel Batista, his farm 
projects, the increase in the Cuban Army from 8,000 to 22,000 in 
the last three years, and the active propaganda extolling the Army’s 
activities in the Government, point to definite Fascist tendencies. 
Gradual usurpation of the powers of the Labor, Education, Health, 
Public Works and Interior Departments is evidenced by the enforce¬ 
ment of labor laws by Army-Labor inspectors, and by the Army- 
created corporative boards of health, education and charity. The 
largest appropriation in the national budget is for the armed forces, 
representing one-fourth of the total. 

With sugar selling during the past year at around three cents a 
pound, Cuba has been relatively prosperous. According to the six- 
year restriction plan, put into effect for the first time in 1936, pro¬ 
duction was fixed at 2,315,000 tons, with 2,500,000 the outside 
limit. The import quota into the United States was set at 1,852,- 
575 tons, a slight gain over 1935. 

Another factor in Cuban prosperity is the reciprocal trade 
agreement with the United States which completed its second year 
in August. During this second year exports to the United States 
totalled $115,000,000, or more than double the average of the two 
pre-agreement years. 

In Haiti, an attempt to diversify the crops of the country and 
thus avoid the economically unbalancing effect of too close a 
dependence on the coffee industry has led to a rapid development 
of the banana industry and to the production of cotton. 

On May 9 the Dominican Republic signed a treaty with Haiti 

fixing their common boundary, thus terminating dispute of lone 
standing. 



Chapter IV 


THE BRITISH COMMONWEALTH 

OF NATIONS 

I 

GREAT BRITAIN 

T he death of King George V on January 20 brought to 

an end a reign of more than a quarter-century; his suc¬ 
cessor, Edward VIII, proclaimed King on Jan. 22, 
ended a reign of less than eleven months on December 10 by vol¬ 
untary abdication; he was succeeded by his brother, the Duke of 
York, as King George VI. 

On the accession of the new sovereign in January, the Cabinet, 
with Stanley Baldwin as Prime Minister, remained in office. In 
April, an inquiry revealed that there had been a private disclosure 
of budget information, on the eve of its introduction, by J. H. 
Thomas, Secretary of the Colonies, through which Sir Alfred Butt 
had profited. Mr. Thomas thereupon resigned from the ministry 
and both he and Sir Alfred Butt resigned from Parliament. On 
June 5 Sir Samuel Hoare, who had resigned his post as Foreign 
Secretary in December, became First Lord of the Admiralty. 

Parliamentary legislation during 1936 reduced the amount of 
tithe for the support of the Church of England, and provided that 
it be entirely extinguished in 60 years. A report published by the 
Ministry of Health in August showed that there was still much to 
be done in regard to the living conditions of the poor. The report 
states that between 200,000 and 500,000 new houses are needed in 
England and Wales. Unemployment showed a steady decline in 
1936. In January there were 2,159,722 insured unemployed per¬ 
sons and, in October 1,611,810. The number of registered em¬ 
ployed persons steadily increased; the estimates being 10,349,000 in 
January and 11,103,000 in October. 

The commissioning of the giant Cunard-White Star liner, 
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Queen Mary, attracted much attention on both sides of the Atlantic. 
She arrived in New York on June i, after a maiden voyage of 4 
days, 12 hours, and 24 minutes. On July 26 she broke the record 
for the crossing from Cherbourg to New York after a trip of 
3,096 miles in 4 days, 9 hours, and 44 minutes. 

A topic of world interest was the abdication of King Edward 
VIII in December. A Constitutional crisis threatened when the 
King announced to Prime Minister Baldwin, in November, his 
determination to marry Mrs. Wallis Simpson, an American living 
in London. Opposition to such a marriage was based on the fact 
that Mrs. Simpson had been twice divorced. A morganatic mar¬ 
riage was suggested by the King, but such an alliance is impossible 
under British law. The King’ therefore- decided to give up his 
throne. On December 10 he signed an instrument of abdication 
which was enacted by Parliament on Dec. ii, and the reign of 
Edward VIII was ended. 

His successor, King George VI, was born on Dec. 14, 1895. 
In 1923 he married Lady Elizabeth Bowes-Lyon, by whom he 
has two daughters; the older, Princess Elizabeth, is now heir- 
presumptive to the British throne. The date chosen for the corona¬ 
tion of Edward VIII, May 12, 1937, will witness the coronation of 
George VI. 

II 

IRISH FREE STATE AND NORTHERN IRELAND 

The abdication of Edward VIII gave De Valera a long-hoped- 
for opportunity, on Dec. ii, to rush a bill through the Dail 
Eireann removing the British King from the Free State Constitu¬ 
tion and abolishing the office of Governor-General. On the follow¬ 
ing day, the Dail confirmed the Duke of York’s succession to the 
throne as George VI. The King is now deprived of even nominal 
authority over the internal affairs of the Free State. The action of 
the Dail is final, since the Senate had been abolished on May 28. 

The Dublin elections on July i were held a few days after one 
of the most drastic moves in De Valera’s career—the outlawing of 
the Irish Republican Army. Public opinion appears to have backed 
De Valera solidly. In August, General Eoin O’Duffy organized an 
Irish Brigade of 2,000 volunteers for support of,the Spanish reb¬ 
els. By December about half of this brigade had landed in Spain. 
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The Free State now mills its own flour and refines its own 
sugar, in addition to supplying practically all the foodstuffs for 
the country. Wheat and sugar-beets are being grown on land for¬ 
merly devoted to cattle-raising. The area under wheat has risen 
from 20,000 acres in 1931 to 250,000 acres in the present year. 
Approximately 500 new factories have been established. The coun¬ 
try has become almost self-sufficient in the matter of clothing. A 
mutually beneficial trade pact between Ireland and Great Britain 
was announced on Feb. 17. 

With a view to alleviating the problem of unemployment the 
Government included in its budget for 1936-37 an item of $7,500,- 
000 for public works, to be met by an appropriation by local authori¬ 
ties of $5,000,000. Even with this item the Free State budget was 
balanced for the fourth successive year. 

Tension between Catholics and Protestants in Northern Ireland 
continued unabated in 1936, although there was no recurrence of 
the widespread rioting of the previous year. A commission of 
Inquiry appointed by the British National Council for Civil Lib¬ 
erties reported on May 23 that the Government had used dicta¬ 
torial powers “toward securing the domination of one particular 
political faction [the Orangemen] and for curtailing the lawful 
activities of its opponents [the Catholics].” The Commission par¬ 
ticularly denounced police authority to make arrests without war¬ 
rants, and to seize property and detain persons indefinitely. 

Ill 

PROGRESS IN INDIA 

Opposition to the new All-India Federal Constitution grew in 
1936, under the leadership of Pandit Jawaharlal Nehru, who was 
re-elected President of the Indian National Congress in February. 
Throughout the year, he continued his agitation for the “complete 
independence of India.” At the fiftieth session of the National 
Congress, beginning Dec. 27, the Congress voted not to par¬ 
ticipate in any war in which the British might become involved, and 
also to boycott the coronation of King George VI. 

Mahatma Gandhi also is against acceptance of the Constitution, 
but strongly disapproves of Nehru’s attempts to organize India for 
violent opposition. Many people in India, while not entirely satis- 
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fied with the new Constitution, believe it is a great step forward on 
the road to eventual self-government, and it was to these that the 
Marquess of Linlithgow, the new Viceroy, appealed when he took 
office on April 19. 

On Nov. 13 the Maharajah of Travancore decreed that 
none of his 4,000,000 subjects should be barred from State tern-, 
pies for reasons of “birth, caste, or community.” It is believed 
that this step will lead to similar measures throughout India. 

India’s foreign and domestic trade showed moderate improve¬ 
ment through 1936. Trade with the United States was especially 
good. On April 24 a weekly air mail service to Hongkong was 
inaugurated. As a result of Italy’s move in Ethiopia, a “Gibraltar 
of the East” is to be made of Aden, at the entrance of the Red 
Sea. It will therefore be made a Crown Colony, under a Governor, 
assisted by an executive council. 


IV 

CANADA AND NEWFOUNDLAND 

After thirty-eight years of uninterrupted rule, the Liberal 
Party of Quebec was overwhelmed in the provincial elections late 
in August, by the newly formed Union National Party headed by 
Maurice Duplessis. The party is the organ of a new French 
Nationalist movement with distinct Fascist tendencies. Its cam¬ 
paign was waged on an anti-English, anti-Semitic, and anti-trust 
platform. Premier Duplessis has not, however, thrown his full sup¬ 
port to French nationalism. On the contrary, one of his first acts 
was to select two English-speaking men for his Cabinet. 

In Alberta, inheriting an empty provincial treasury, Mr. Aber- 
hart found that he could not provide the promised $25 monthly 
“social dividend,” nor could he stave off default on the province’s 
bonds. He therefore increased taxes and launched a small public 
works scheme financed by scrip taxable at 2 per cent per week. The 
public refused the scrip, and the experiment was abandoned. 

The growing trend toward independence of the Dominion 
Government was indicated in Mackenzie King’s statement on 
March 10 that Canada had not committed itself to support of an 
empire defense policy. In October, he announced that Canada 
would increase its own $20,000,000 defense budget to approxi- 
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mately $50,000,000, and that new naval vessels and aircraft would 
be added to the present small defense forces. 

The year 1936, in Canada, the first under the Liberal Govern¬ 
ment of Mackenzie King, was one of steady economic recovery. 
The national income for the year is estimated at $4,656,000,000— 
an increase of $600,000,000 over 1935. Prosperity was greatest in 
the gold industry where the devaluation of the dollar induced an 
increase in production from $40,000,000 in 1929 to $110,000,000 
in 1935. But the whole mining industry shared in the boom. Total 
production of the mines for 1935 was approximately $300,000,000, 
as compared with $200,000,000 in the early post-war years. 

Improvement is also evident in agriculture, despite a con¬ 
tinuation of drought conditions on the western plains. Higher 
grain prices, debt cancellation, plans for protection against future 
droughts and Government transportation of cattle to better grazing 
land allayed the opposition of western grain-growers to the Lib¬ 
erals. 

In September, Prime Minister King launched a scheme whereby 
single homeless men and transients are provided to the farming, 
lumbering, mining, and fishing industries for board and lodging 
alone. Under this scheme the Government pays agricultural work¬ 
ers $10 per month, Muth the promise of an additional $2.50 if they 
remain until spring. 

Newfoundland enjoyed substantial social and economic progress 
in the third year since its renunciation of Dominion status. In 
April, 1936, the Commission appointed a board of three to handle 
the rehabilitation of the fishing industry. The Commission has 
already reorganized the civil service, doubled the grant for educa¬ 
tion, and increased relief rations. Some success has also been 
achieved in efforts to develop agriculture and introduce livestock. 
The railroads have reduced their deficit, foreign trade has im¬ 
proved, and living standards have risen from their former low 

levels. 

V 

AUSTRALIA AND NEW ZEALAND 

In the Ethiopian affair, Australia followed a strong sanction- 
ist policy largely because preservation of the Mediterranean trade 
route is important to her welfare. On March 13 the Government 
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declared that it would not surrender its mandate over New Guinea, 
whose strategic position, harbor and aircraft facilities are vital for 
Australian security. 

Fearing Japanese penetration of the continent’s sparsely popu¬ 
lated stretches, the Government has urged consideration of schemes 
for large-scale European immigration. Notwithstanding the 
strength of Imperial ties, the Commonwealth announced Nov. 
29 that Australia would soon send its own diplomatic repre¬ 
sentatives to a few foreign coimtries. 

Within Australia, improved conditions resulted in a record 
budget surplus. On May 22 duties were raised on imports to 
increase preferential trade with Britain, develop home industry 
and force foreign nations to increase their purchases in Australia. 
This led to a trade war with Japan, finally settled on Dec. 
27. Because American exports were affected, Australia has been 
denied the benefits of the United States reciprocal tariff agree¬ 
ments. 

Under the first New Zealand Labor Government, and buoyed 
up by a wave of prosperity, the Dominion has nationalized its cen¬ 
tral bank, instituted price and marketing control for dairy products, 
fixed minimum wages and maximum hours for labor, strengthened 
the trade unions, restored compulsory arbitration of labor disputes 
and embarked on large public works and housing programs. 

VI 

• . 

UNION OF SOUTH AFRICA 

Because of the increased importance of South Africa in the 
British system of imperial communications to the East after the 
conquest of Ethiopia, the Union sent Defense Minister Oswald 
Pirow to London, where arrangements were concluded for 
strengthening the Dominion’s naval and air armaments. The phe¬ 
nomenal boom in gold mining operations has enabled the Conserva¬ 
tive Government of the Union, under Prime Minister Hertzog, to 
embark on an extensive program of aid to farmers suffering from 
drought and floods. 

On Nov. 16, Patrick Duncan, a South African born in Scotland, 
was named Governor General of the Lhiion, to take office in March, 

1937- 



Chapter V 

WESTERN AND NORTHERN EUROPE 


I 

FRANCE AND THE POPULAR FRONT 

U PON the resignation of Laval, a new Cabinet with de¬ 
cidedly Leftist tendencies was formed by Albert Sarraut 
on Jan. 24, 1936. The financial difficulties confront¬ 
ing Sarraut forced the Government to appeal to London for a 
credit of 3,000,000,000 francs at 3 per cent. On Feb. 13, the 
Socialist leader, Leon Blum, was attacked and injured in Paris by 
Royalist sympathizers. The attack aroused bitter feeling and re¬ 
sulted in the dissolution of Royalist leagues by Parliament. On 
Feb. 27, the Government concluded a treaty of mutual assistance 
with Russia, but a week later could only protest against German 
remilitarization of the Rhineland and violation of the Locarno 
Pact, feeling it could not count on British support. 

The general elections, held April 26 and May 3, resulted in an 
overwhelming victory for the Popular Front, headed by Leon 
Blum, which controlled 380 votes out of 618. Leon Blum thus 
became Premier. The new Chamber would not meet until early 
June, and workers, elated by the victory at the polls, demanded 
immediate reforms and began the so-called “sit-down” strikes for 
fewer hours and higher wages. When Blum took office on June 3, 
he was confronted by a series of sit-down strikes largely of the 
steel workers but spreading quickly to practically every industry. 
On June 7, by the “accord Matignon,” the industrialists granted 
most of the workers’ demands. In September, however, strikes 
recurred, involving 80,000 textile workers, and later food strikers 
in Paris. Hard-pressed, Blum, in December, pushed through Par¬ 
liament a compulsory arbitration bill, ending the crisis. 

The financial situation was still acute. On July 25, the Gov¬ 
ernment reorganized the Bank of France and removed from con- 
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trol over it an oligarchy branded as the “200 families.” A “baby- 
bond” issue expected to bring in 10,000,000,000 francs brought 
scarcely over 4,000,000,000. The situation became more desper¬ 
ate. Finally, on Sept. 30, the Chamber and Senate approved a 
decree reducing the gold content of the franc by approximately 
30 per cent. To offset rise in prices, tariff duties on imported 
goods were decreased and most of the compensatory surtaxes on 
imports from countries with devaluated currencies abolished. 

On Nov. 18, Roger Salengro, Minister of the Interior, com¬ 
mitted suicide, after virulent attacks had been made by the Right¬ 
ist press, charging him with desertion to the enemy as a prisoner 
during the World War. These charges were proved groundless. 

Bitter disappointment was experienced by the French Govern¬ 
ment when, on Oct. 14, Belgium announced she would resume 
the neutrality she had enjoyed before the World War. Germany 
also was loosening the ties between France and the Little Entente 
notably Rumania, but the Franco-Polish alliance was strengthened 
in September, when France lent money to Poland to reenforce and 
modernize her army. Blum and Foreign Minister Delbos exerted 
themselves to localize the Spanish conflict by forbidding the send¬ 
ing of arms and ammunition to either side. At the close of the 
year France agreed to renounce the mandate she had held since 
the World War over Syria and grant Syria autonomy. 


II 

GERMANY REMILITARIZES THE RHINELAND 


., Outstanding in the home and foreign affairs of Germany was 
the military reoccupation of the Rhineland by German troops on 

^ ■ France and Belgium wished to apply sanctions 

against Germany for this violation of the Locarno Pact, but Great 

Britain and Italy declined. On Nov. 14, a unilateral note from 

Germany closed the important German rivers and the Kiel Canal 

to international use, thus further violating the Versailles Treaty. 

Meanwhile, a strong campaign was launched demanding the re¬ 
turn of the German colonies. S u c re 


German foreign policy was directed against Soviet Russia. 

Hitfer^aT^VSocialist Congress in Nuremberg, 
er attacked Russia and on Nov. 17 made a treaty with Italy 
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and Japan to combat Communist influence everywhere. Further, 
on July II, Germany had concluded an amicable agreement with 
Austria and on Nov. i8, with Italy, recognized the insurgent gov¬ 
ernment of General Franco in Spain and rendered him help in man 
power and equipment. 

The assassination, on Feb. 4 at Davos, Switzerland, of Wil¬ 
helm Gustlofif, agent of the National Socialist Party, by David 
Frankfurter, a Yugoslav Jew, caused the dissolution of all Nazi 
organizations on Swiss soil, and on Dec. 14 Frankfurter was sen¬ 
tenced to 18 years imprisonment. The awarding of the 1935 
Nobel Peace Prize to Carl von Ossietzky, a leading anti-Nazi 
German pacifist and radical, on Nov. 24, brought a storm of Nazi 
disapproval. The Olympic games, held in Germany in 1936, were 
of gigantic proportions. About 4,500,000 spectators attended, 
and the German and American athletes excelled. 

Germany’s armament program and the necessity of importing 
raw materials for munitions manufacture provoked a shortage in 
foodstuffs and in the importation of materials for light industries. 
The economic life was increasingly regimented for the consumer. 
Unemployment remained low owing to army conscription and 
use of men for armament production. General Goering was made 
supreme arbiter for all economic and financial disputes. 

In September the National Socialist Congress at Nuremberg 
proclaimed a second Four-Year Plan to make Germany economic¬ 
ally independent by the invention and manufacture of substitutes 
for imported raw materials. In December the prosecutions 
against the Church were stopped. The education of German youth 
was regimented and brought completely under the control of the 
National Socialist Party. 


Ill 

Italy’s conquest in Africa 

Early in 1936 the economic sanctions imposed by the League 
States against Italy’s aggression in Ethiopia became increasingly 
effective. In Tembien (Northern Ethiopia) General Badoglio was 
obliged to draw in his lines owing to the difficult terrain and the 
heavy rainfall, but General Graziani advanced as far as Neghelli, 
at the southern edge of the Ethiopian Plateau. In February the 
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Italians won a victory over the Ethiopian army at Amba Aradam, 

south of Makale. The advance southward continued relentlessly 

with the help of aircraft and poison gas. On March 31, Gondar 

was captured and the Aussa Sultanate occupied. In March the 

French closed their Djibuti-Addis Ababa Railway to munitions 

boimd for Ethiopia. Meanwhile, on March 3 and April 20 the 

League appealed vainly to both sides to halt the war. The Italian 

forces had already taken Dessye and were on their way to Addis 

Ababa. Haile Selassie fled his capital, May 2, and three days later 

the city was entered by the Italians. On May 8, Graziani took 

Harrar, and the next day Ethiopia was declared annexed to Italy 

and Victor Emmanuel proclaimed Emperor, with Badoglio as 

Viceroy. By the end of the year the remaining two thirds of 
Ethiopia were occupied. 

The League attempted twice to redeem the situation, first on 
May II by seating the Ethiopian representative, and as a last ges¬ 
ture, on Sept. 23, again seating the Ethiopian delegate by a vote 
of 39-4. However, the British House of Commons had lifted the 
sanctions, July 15, Germany had recognized de facto the conquest 
of Ethiopia July 25 and by the end of the year most of the major 
Powers had recognized openly or tacitly Italy’s conquest. 

To bind the revisionist states of Central Europe to his policy, 
Premier Mussolini then promoted a series of official visits, such as 
that of General Horthy of Hungary to Rome. In internal affairs, 
living costs were high, unemployment increased, the gold supply 
was cut one third by the war, which cost Italy directly 12,000,000,- 
000 lire. On Mar. 3, the largest four Italian banks were made in 
effect Government institutions and on Mar. 23 the Government took 
over control of all large industries in the country. On Oct. 5 Mus¬ 
solini was obliged to cut the lira’s gold content 41 per cent. On 
Nov. 19, a commission was appointed by the Fascist Grand Council 
to propose a Chamber to replace the existing Italian Parliament. 

IV 

CIVIL WAR IN SPAIN 

The fateful year of 1936 opened in Spanish history with a 
Government crisis in which the President of the Republic, Alcala 
amora, came under bitter criticism. Zamora had twice asked the 
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Independent leader, Manuel Portela Valladares, to form minority 
Cabinets and avoided calling upon Gil Robles to form a majority 
government. The country began to mass behind the two rival ex¬ 
treme political fronts, the Right Front led by Gil Robles comprising 
Catholic Popular Action, clericals, agrarians, radicals, and monarch¬ 
ists, and the Left Front consisting in part of the Socialists, Marxists 
and Communists, under the leadership of Francisco Largo Caballero 
and Manuel Azana. On Jan. i6, a pact of common action was 
signed by the Left Front Republican groups, forming the “Frente 
Popular.” In the election of Feb. i6, the Popular Front triumphed 
throughout Spain, securing 256 seats out of 473 in the Cortes. 

However, the new Government, which Azaha was called upon 
to organize, consisted entirely of Left Republicans, with no Social¬ 
ists or Communists, thus being a minority Ministry. Meanwhile, 
the dissatisfied workers began to strike, to seize land and liberate 
political prisoners. On April 2, Zamora was ousted from the presi¬ 
dency and Azana elected President, with Caseres Quiroga as Prime 
Minister. The general unrest continued, with strikes, incendiarism, 
assassinations and Fascist outrages during the Spring months. Con¬ 
flicts between the extremists grew more violent and the economic life 
of the country became increasingly paralyzed. On July 12, Lieuten¬ 
ant Jose Costillo, a Socialist member of the Assault Guards, was 
assassinated; Calvo Sotelo, the Monarchist leader, was murdered 
in reprisal; and five days later a military revolt broke out. 

The insurrectionary movement started in Spanish Morocco un¬ 
der General Francisco Franco who had been removed for suspected 
disloyalty from Chief of Staff in Madrid to Military Governor of 
the Canary Islands. Cooperating with other military men in sim¬ 
ilar positions, Franco organized the rebellion against the Commun¬ 
ist elements in Spain. On July 17, backed by a majority of the 
Moroccan regiments and the Foreign Legion, Franco seized Ceuta, 
Tetuan, Melilla and other posts in Spanish Morocco, and on the 
19th, with the aid of foreign transport planes, landed the first divi¬ 
sion of Moroccan troops in Spain, occupying Algeciras, Cadiz and 
Seville. 

Simultaneously, the garrisons of Burgos, Saragossa, Pamplona, 
Madrid, Barcelona and other mainland cities revolted. Within a 
week the insurgents had captured most of the military posts in west¬ 
ern and northern Spain. General Mola, commanding the northern 
forces, threatened Madrid through the Guadarrama Mountains and 
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forces under General Franco and General Queipo de Llano menaced 
the capital from the south. On Sept. 27, the insurgents bombed 
Madrid from the air, and, failing to take the city by assault, settled 
down in November to invest it. The insurgents had established a 
temporary capital in Burgos, where a Provisional Junta under Gen¬ 
eral Cabanellas functioned until Oct. i, when General Franco was 
designated Dictator of Spain. 

The insurgents were supported by the greater part of the Regu¬ 
lar Army, with reenforcements from Morocco and Carlist Navarre, 
the Government chiefly by the Navy, the Air Force and the Civil 
Guards, as well as a so-called Communist IVfilitia whose proletariate 
committees, with the Commission on Anti-Fascist Militia, especially 
in Catalonia, began to usurp the Government functions. 

The Rebels were assisted by Germany, Italy and Portugal, both 
with arms and man power. France and Great Britain remained 
strictly neutral, and a treaty attempting to establish non-interven¬ 
tion, which was signed by twenty-four Powers on Aug. 25, broke 
down when first Portugal and, on Nov. 19, Germany and Italy, 
recognized the Rebel regime. Meanwhile, eflfective assistance_re¬ 

putedly from Soviet Russia—began to reach the Madrid Govern¬ 
ment. 


V 

BELGIUM AND THE NETHERLANDS 

In the general elections in Belgium, May 24, 1936, a new party 
—the Rexists—led by Leon Degrelle, entered Parliament with 21 
seats. The Rexists demanded the abolition of all parties, the end 
of Parliament and creation of a corporate state, control of big busi¬ 
ness and finance, the establishment of complete equality between 
the Walloon and Flemish elements, and strict neutrality in foreign 
affairs. The resignation of the Cabinet, May 26, brought a minis- 
^rial crisis, resolved June 13 when Van Zeeland formed a new 
Government similar to the previous one, with 6 Socialists, 4 Cath¬ 
olics, 3 Liberals, and 2 Independents. The new Cabinet was con¬ 
fronted with strikes by miners, dockers and metallurgic workers. 
By June 16, over 200,000 men were on strike, but on June 17 the 
Government obtained an agreement between employers and labor 
union representatives, and put through Parliament legislation for 
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better wages, hours, annual paid holidays and collective bargaining. 

On Oct. 14, King Leopold announced that Belgium would hence¬ 
forth avoid military alliances and maintain strict neutrality. This 
policy apparently involved Belgium’s withdrawal from obligations 
under the Locarno Treaty and from the French alliance. 

In the Netherlands, during February and March 1936, the Colijn 
Government put through Parliament a bill creating a defense fund 
of 53,000,000 guilder for modernizing the Army and Navy and 
erecting frontier defenses. On Sept. 26, the Netherlands went off 
the gold standard, and an equalization fund of 300,000,000 guilder 
was created to narrow fluctuations in the exchange rate. 

On Sept. 9, the engagement of Princess Juliana to Prince Ber¬ 
nard zu Lippe-Biesterfeld was announced. The wedding took place 
at The Hague, Jan. 7, 1937. 


VI 

SCANDINAVIAN AND BALTIC COUNTRIES 

In Denmark, on Feb. 29, a lockout of 125,000 employees of 
leading industries began, which lasted a month, until the Govern¬ 
ment of Premier Stauning compelled the employers to accept a set¬ 
tlement proposed by the workers. 

In Finland, in the parliamentary elections held July 1-2, the 
Social Democrats gained 83 out of 200 seats. The Fascists failed 
to increase their representation. The Cabinet of Kivimaki resigned, 
Sept. 26, after proposals to make more severe the penalties for high 
treason and espionage failed. On Oct. 6, Kyosti Kallio, Speaker of 
the Diet, formed a minority government of 9 Agrarians, 2 Union¬ 
ists, and 2 Progressives. Relations with Russia continued strained, 
but there was closer cooperation with the Scandinavian countries, 
particularly Sweden. 

The Norwegian Government rejected a demand by the Soviet 
Union to expel Trotsky. On Aug. 28, however, Norway asked 
Trotsky to accept more stringent conditions for his continued stay 
and, when he refused, interned him until his departure for Mexico, 
where he received asylum. Norway also declined to entertain a 
complaint by the German Government against the decision of the 
Norwegian Storting to award the 1935 Nobel Peace Prize to Carl 
von Ossietzlcy, A German anti-Nazi and pacifist. 



Chapter VI 

CENTRAL EUROPE AND THE BALKANS 

I 

AUSTRIA AND HUNGARY 

O N APRIL I, 1936, Austria repudiated the Treaty of St. 

Germain and proclaimed her intention of reintroducing 
universal military service. The struggle between the 
Fascist Heimwehr, under Prince von Starhemberg, and the Catho¬ 
lic Party of Chancellor Schuschnigg ended May 14 with a recon¬ 
struction of the Cabinet in which Starhemberg was dropped. 
Schuschnigg assumed the title of “Federal Leader and Federal 
Chancellor.” 

An agreement was concluded, July ii, between Germany and 
Austria by which Germany recognized the independence of Aus¬ 
tria and received in exchange assurances of a friendly attitude on 
the part of the Austrian Government. Attacks in the Austrian 
press against the Nazis and Germany were then dropped, but Aus¬ 
tria continued to lean more strongly upon Italy than upon Ger¬ 
many. On Oct. I military conscription was introduced. 

On Oct. 10 the private armed forces were disbanded and 
replaced by an obligatory militia under Government control. On 
Nov. II, the Rome bloc consisting of Italy, Hungary and Austria 
met in Vienna to deal with the problem of economic exchanges. 

During 1936 Austria improved economically. The budget was 
balanced; the Austrian monetary exchange remained stable, and 
tourist traffic was better than in any year since the World War. 

On Oct. 6, the Hungarian Prime Minister, Julius Gonibos, 

death. Parliament was strengthened by the gradual 
elimination of the nobility and the admission of younger elements 
of the nationalistic intelligentsia into political life. Under Dr 

Kaloman Daranyi the policies of Gombds were pursued with a 
mitigation of pro-Fascist sympathies. 
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Late in the year Hungary received from Italy promises of 
stronger support in her demands for rearmament and for the re¬ 
vision of frontiers. In a speech at Milan Mussolini supported the 
claims of Hungary to territory held by Czechoslovakia, Rumania, 
and Yugoslavia. Further evidence of friendship between Hungary 
and Italy was shown by Admiral Horthy’s visit to Rome and by 

the enthusiastic reception of Italy’s Foreign Minister, Count Ciano, 
in Budapest. 

H 

POLAND AND CZECHOSLOVAKIA 

Frequent anti-Semitic disorders occurred in Poland during 
1936, owing to the Government’s inability to obtain emigration 
opportunities for part of the 3,500,000 Polish Jews. Labor strikes 
provoked disturbances at Cracow on Mar. 23 and serious rioting in 
Lwow. On Aug. 15, large demonstrations called for the return of 
the exiled peasant leader Witos. 

To relieve unemployment the Government announced it would 
spend 1,800 million zloty on public works and approved a decree. 
Sept. 17, to establish labor camps for young men. A decree was 
also published requiring large landowners to sell 40,000 hectares 
of land to peasants. 

On May 15, the Cabinet of Premier Koscialkowski was suc¬ 
ceeded by a Government under General Slawoj-Skladkowski. The 
Chief of Staff, General Rydz-Smigly tended to become the guid¬ 
ing hand behind the Government and on Nov. 10 was raised to the 
rank of Marshal. 

Because of the re-emergence of a strongly armed Germany and 
because of conflicts with Germany over Danzig, Poland reaffirmed 
its ties with France. The latter then extended credits to be used 
partly for the modernization of the Polish Army. 

During 1936, Dr. Eduard Benes, the new President of Czecho¬ 
slovakia, concluded a defensive alliance with Russia, influenced by 
fears of Germany because of the three and a half million Ger¬ 
mans living within the borders of Czechoslovakia. Rumania and 
Yugoslavia, allies of Czechoslovakia, had come increasingly under 
German influence, and the relations of Czechoslovakia with Hun¬ 
gary and Poland were strained by the collapse of collective secur¬ 
ity through the League of Nations. The Czech Government, there- 
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fore, concentrated on strengthening the army and consolidating 
the Little Entente. Meanwhile, Dr. Benes and Prime Minister 
Milan Hodza were successful in effecting a better understanding 
between the Czechs and the Slovaks. Promises of increased relief 
to the highly industrialized German element in Bohemia were not 
carried out, however, and the majority of the German population 
remained in sharp opposition to the Government. 

Ill 

I 

GREECE AND THE BALKAN STATES 

In Greece the early part of the year saw the passing of several 
important political figures, Kondylis, Venizelos, and Demerdjis. In 
April, General John Metaxas, Minister of War, was asked by King 
George to form a Cabinet. On Aug. 4, the King had General 
Metaxas dissolve Parliament, because of the bitter strife between 
parties, and introduce a virtual dictatorship. General Metaxas con¬ 
centrated upon economic and social reforms, carried through sev¬ 
eral measures of social security for the workers, as well as mini¬ 
mum wages and compulsory arbitration; and continued the great 
drainage and reclamation works in Macedonia. 

Rumania’s Foreign Minister, Nicholas Titulescu, followed dur- 
ing 1936 a policy of full adherence to the League of Nations, close 
attachment to France and the Little Entente, and worked for a 
rapprochement with Russia. Titulescu was opposed by the grow¬ 
ing Fascist organization in Rumania, anti-Semitic in character and 
supported morally and possibly financially from Berlin. On Aug. 
29, Titulescu was dropped from the Cabinet and the negotiations 
with Russia were cut short. The new Cabinet, under Premier 
George Tatarescu, with Victor Antonescu as Foreign Minister, 
favored an anti-Communist attitude in line with the Fascist powers. 

Bulgaria continued during 1936 under the dictatorial rule of 
Prime Minister Georgi Kjuseivanov, supported by the Army and 
the King. Political parties remained officially dissolved. 

During 193^ the Ministry in Yugoslavia under Stoyadinovich 
made some efforts to liquidate the dictatorship of the late King 
Alexander I, but when the majority of the Southern Slavs insisted 
on a return to democracy, and the Croatian population under their 
leader, Matchek, protested against the centralization of government 
in Belgrade, Stoyadinovich took no definite steps. 



Chapter VII 

SOVIET RUSSIA AND ASIA 


UNION OF SOVIET SOCIALIST REPUBLICS 

O N FEB. 27, 1936, the Chamber of Soviet Russia ratified 

the defensive alliance with France, signed in May, 1935. 
During the year, Russia extended her influence into Asia, 
sending machinery for cotton mills to Turkey, securing a contract 
to build a railroad across Iran, and selling cotton goods to Iran and 
Afghanistan. Soviet agents helped Mongolia and Sinkiang (Chi¬ 
nese Turkestan) to improve their agriculture and their highways, 
and placed military advisers in Sinkiang. 

Internally, progress was evident; the Soviet Union numbered 
an army of a million men with good motor equipment. Under 
Kaganovich, Commissary for Transportation, the country bene¬ 
fited by the most efficient railroad service in its history. Trade 
agreements were renewed with Germany, April 29, and with the 
United States July ii. A Government bond issue had been over¬ 
subscribed. A new Constitution, published in June and adopted 
Dec. 5, modified and extended the Constitution of July 6, 1923, 
declaring the principle of the Soviet Union to be “From each 
according to his capacity, to each according to his work” (not as 
formerly, “according to his need”). A Supreme Council of the 
U.S.S.R. replaced the former All-Union Congress of Soviets, 
and the franchise was extended to all men and women. 

At the end of 1936 wages had risen 22 per cent; the produc¬ 
tivity of labor had increased 22 per cent; and heavy industry had 

fulfilled its five-year plan in four years. 

An investigation of sabotage in the Volga Valley in August led 
to an extraordinary treason trial in which 5 men of the 16 on trial 
revealed four plots against the life of Stalin during the past two 
years. All plots were attributed to Trotsky and his son. The 16 
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men were condemned and shot on Aug. 24. The trial implicated 
also leading Communist intellectuals, among whom were Radek, 
Tomsky, who committed suicide, Sokolnikoff, and Bukharin. The 
last, however, was restored on Oct. 20 to the editorship of Isvestia. 


II 

JAPAN AND CHINA 


Japan’s withdrawal from the London Naval Conference on 
Jan. 15, was a blow to world hopes of naval limitation. 

Late in January Lt. Col. Aizawa, apostle of the restoration of 
the emperor’s former powers, was brought to trial for the murder 
(on Aug. 12, 1935) of Lt. Gen. Nagata of the War Department. 
Colonel Aizawa was executed July 2. In the election held Feb. 20, 
the expansive Seiyukai Party acquired 174 seats, the more prudent 
Minseito Party 205, and laborites 24, a decided liberal gain. 

On Feb. 26, a military insurrection of 1,400 soldiers, begun by 
20 officers under Capt. S. Nonaka and Capt. T. Ando, attacked the 
Government. Opponents of the Army, Finance Minister Taka- 
hashi, Gen. Watanabe, and Col. Matsuo were assassinated. On 
Mar. I, however, the soldiers were forced to surrender. Seventeen 
mutinous officers were condemned to death on July 7; 5 to life 
sentences; and 51 other soldiers to shorter terms. 

Admiral Okada, who escaped assassination, resigned the 
Premiership, and the Emperor appointed the Foreign Minister, 

Koki Hirota, to form a new cabinet on Mar. 4. This was composed 
almost entirely of moderates. 


During the year Japanese export trade showed a 6 per cent 
increase, the price of silk was high, and the rice crop abundant. 

On Nov. 25, Japan signed an accord with Germany for mutual 
aid against Communist agitation. 


In China two active elements of discord arose during 1936. In 
January students from Peiping and Tientsin urged the masses to 
organize against foreign aggression, while in Canton and Shanghai 
hundreds of students rioted against toleration of Japanese en¬ 
croachments. Nevertheless, by the end of June Japan had 70,000 
officers and men in North China. Meanwhile, in Szechuan, Kansu, 
and Shensi Communist influence was expanding. Marshal Chang 
was defeated by Communists in northern Shensi in January. In 
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April Government planes killed 200 Communists in Shansi and on 
May 10, Nanking planes bombed 7,000 Communists in western 
Shansi. On Mar. 3 the Nanking Government decreed military con¬ 
scription throughout the country. 

Early in June the two southern provinces rose; Canton threat¬ 
ened war on Nanking unless the Nanking Government declared 
war on Japan. During skirmishes Japanese warships appeared off 
the coast. During September every few days brought the murder 
of one or two Japanese in China. Ambassador Kawagoe entered 
upon negotiations in September but presented terms which would 
have reduced China to a protectorate. 

In December, Marshal Chang Hsueh-liang, who wished the 
Government to march against Japan, captured the Premier, Gen. 
Chang Kai-shek at Sian (Shensi). Two weeks later, Marshal 
Chang was prevailed upon to release the Premier and to acknowl¬ 
edge his guilt in Nanking. He stood military trial and was sen¬ 
tenced, but was immediately pardoned. 

Ill 

TURKEY 

In 1936 the Turkish Government continued a program for 
modernizing and industrializing the country. In January Turkey 
entered a pact with Yugoslavia, Greece, and Great Britain and 
against Italy in case of complications in the Mediterranean. She 
also steadily continued her efforts to build up and cement the 
Balkan and the Near East Ententes. 

In April the Turkish Government demanded the right to fortify 
the Dardanelles and to close them at will. This demand was sup¬ 
ported by Russia but at first opposed by Great Britain. At a Con¬ 
ference in Montreux, however, all the Powers interested in the 
Dardanelles, including Great Britain, yielded, and a fair agree¬ 
ment was reached. In December Turkey appealed to the League 
of Nations regarding her dispute with France over the Northwest¬ 
ern District of Syria, which is under the French mandate but in¬ 
habited by a large Turkish minority. Turkey demanded that, with 
the future independence of Syria, the district of Alexandretta and 
Antioch be constituted an autonomous state. This demand France 
refused, but the dispute was on the way to settlement in 1937. 



Chapter VIII 

MODERN TRENDS IN ANCIENT EMPIRES 

EGYPT - ETHIOPIA - IRAQ - PALESTINE - ARABIA - SYRIA 

I N EGYPT the death on April 28, 1936, of King Fuad ended 
a reign of nineteen years, characterized by almost constant 
opposition to the Wafd (the Nationalist Party). Fuad’s 16- 
year-old son, Faruk, succeeded him under a regency. In the 
elections conducted in May by a non-partisan Cabinet under Aly 
Maher Pasha, the Nationalist Party won an overwhelming victory. 
The Premier, Mustapha Nahas Pasha, head of the Nationalist 
Party, then sent an Egyptian delegation composed of all parties to 
London, where on Aug. 26, the Anglo-Egyptian Treaty was signed. 

By this treaty. Great Britain secures the protection of the Suez 
Canal and retains her air and naval bases at Alexandria; Egypt has 
the assurance of British help against any foreign aggressor, as well 
as in the abolition of capitulations and in the matter of her admis¬ 
sion to the League of Nations. In all her internal affairs Egypt 
will be entirely independent; British troops will be withdrawn from 
Cairo and Alexandria, and British officials from the Egyptian 
ministries and police. In the Sudan Egypt secured recognition of 

the principle of joint dominion with the British and the readmis¬ 
sion of Egyptian troops. 

Ethiopia became a colony of Italy on May 8, following the 
occupation of Addis Ababa three days earlier by the Italians under 
Marshal Pietro Badoglio. King Victor Emmanuel was promptly 
proclaimed Emperor of Ethiopia. Emperor Haile Selassie had 
already left the country. Tremendous superiority in equipment and 
training, as well as the use of poison gas, aided Italy in the con¬ 
quest of Ethiopia. Although Haile Selassie had tried persistently 
to mobilize European opinion against Italian aggression and con¬ 
quest, the Ethiopians received no effective support from the 
League of Nations or from individual states; nor could they secure 
the necessary modern armaments. After their victory the Italians 
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organized the main part of the country, together with Eritrea and 
Italian Somaliland, into one colony. In December, the districts of 
western Ethiopia were occupied by the Italians, and most of the 
European Powers recognized Italy’s conquest of Ethiopia. 

On Oct. 29, 1936, the Iraq Army, under Bekir Sidqi, overthrew 
by a sudden coup d’etat the existing Government. A new ministry 
proposes to strengthen the Army, to apply military conscription 
vigorously, and to raise the standard of life by agrarian reform. 

In Palestine, due to virtual expulsion of Jews from Germany 
and Poland, Jewish immigration continued at a high rate. The 
Arabs made violent protests, which the offer of a Legislative Coun¬ 
cil by the British did not appease. Therefore, in April, the Pales¬ 
tinian Arabs proclaimed a general strike. Arab bands began at¬ 
tacking Jewish settlements and finally regular battles between the 
British forces and the insurgents followed. The dispatch of two 
British divisions to Palestine and the intervention of the Arab 
potentates of Arabia, Iraq, and Transjordania brought about, Oct. 
12, the cessation of hostilities and the strike. 

During the year 1936, Saudi Arabia concluded with Iraq a 
treaty of alliance regarded as the cornerstone of a future Arab fed¬ 
eration. The Imam of Yemen declared his readiness to join this 
federation, which found its first expression in the mediation of the 
Arab kings between the striking Palestinians and the British Gov¬ 
ernment. On Oct. 3, the Treaty of May 20, 1927, between Great 
Britain and Saudi Arabia was prolonged for seven more years. A 
new law, effected Oct. 2, prohibits slave traffic in Saudi Arabia. 

In January, 1936, Syrian Nationalists started again a vehement 
agitation for independence, which culminated in a general strike of 
almost two months’ duration. In March the French yielded, and 
a Syrian delegation, under the Nationalist leader, Hashem el Atasi, 
proceeded to Paris where, on Sept. 9, a treaty between France and 
Syria was signed. This treaty terminates in three years time the 
French mandate over Syria. The Syrians, however, demand the 
inclusion of the Lebanon Territory in Syria, or a minimum of four 
districts added by the French to the Mount Lebanon district in 
1920 which are predominantly Mohammedan. According to pres¬ 
ent arrangements, both Syria and Lebanon will become inde¬ 
pendent at the end of three years. In accordance with a treaty 
between France and Lebanon, the French will maintain an army in 
the Lebanon territorv for the duration of the treaty. 
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Chapter I 

GENERAL WORLD CONDITIONS 


I 

WORLD PEACE 

N ever, in recent years, has the world seemed farther 

away from lasting peace than at the end of 1937. Dreading 
an approaching conflict between the great Powers, the 
smaller countries of Europe endeavored to protect themselves by 
bilateral non-aggression pacts with the aggressive Fascist countries. 
Belgium relinquished her alliance with the Western Powers and 
concluded a non-aggression pact with Germany; Yugoslavia took a 

similar step with Italy; Switzerland resumed her pre-war neutrality 
policy. 

Italy, Germany and Japan opposed to the idea of collective 
security, fostered by the League, an alliance of mutual help. On 

Dec. II, Mussolini announced the official withdrawal of Italy from 
the League of Nations. 

While conditions in Europe seemed to foreshadow the break¬ 
down of the League, Japan’s invasion of China was an outright 
blow at the Nine-Power Treaty, concluded in Washington in 1922 
and guaranteeing the integrity of China. Under the provisions of 
the Nine-Power Treaty a conference of the signatories was called 
in Brussels at the end of October. Japan declined to appear. During 
the conference Italy warned against any condemnation of Japan’s 
aggression. In middle November the conference dissolved after 
having in a very mild form censured Japan. 

The Spanish civil war was responsible for the appearance of 
mysterious submarines in the Mediterranean, which attacked the 
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ships of the Spanish Government or of the democratic Powers. 
In September Great Britain and France agreed at a conference 
held in Nyon, Switzerland, to guard the Mediterranean routes 
against such attacks. 

Meanwhile in view of Japan’s aggression in China and of the 
sinking of the American gunboat Panay, in the Yangtze on Dec. 12, 
a large section of the American public began to doubt the possi¬ 
bility or the wisdom of a strictly isolationist policy. President 
Roosevelt stressed in his speech in Chicago on Oct. 5 the desirability 
of American cooperation in the maintenance of world peace. 

II 

LEAGU:e OF NATIONS 

During 1937, despite the declining prestige of the League in 
international affairs, valuable work in social, economic and cultural 
matters continued as usual. Membership in the League changed 
through the admission of Egypt (May 6), the final withdrawal 
of Paraguay (Feb. 24), and notice of intention to withdraw by 
El Salvador (July 23) for economic reasons and by Italy (Dec. ii) 
for political reasons. As non-permanent members of the Council 
the Assembly elected Belgium, Peru and Iran to succeed Spain, 
Chile and Turkey, after defeating requests from Spain and Turkey 
for re-election. The Assembly adopted two resolutions concerning 
the “universality” aspect of the problem of applying the principles 
of the Covenant: the first requested the Council to consider means 
of obtaining opinions of non-members of the Leagfue as to its 
reform; the second favored associating, in case of war or threat of 
war, the signatories of the Pact of Paris and of the Argentine Anti¬ 
war Pact with the League’s efforts for maintaining peace. 

Following the failure of French and Turkish diplomatic nego¬ 
tiations in Paris, the Council undertook settlement of the dispute 
over the status of the Sanjak of Alexandretta and Antioch. Finally 
agreement was reached providing a separate entity for the Sanjak 
with full independence in internal affairs, under League supervision. 

On May 29, at the request of the Spanish Government, the 
Council adopted a resolution emphasizing the earlier stand against 
intervention in Spanish affairs by other states, especially by 
members of the League, and condemning illegal methods of warfare, 
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but referring the matter to the Non-Intervention Committee. After 
the Spanish appeal of Aug. 23 against attacks on its merchant 
ships, the Council in its September meeting expressed its condem¬ 
nation of such attacks. 

On Aug. 30, China sent to the League a statement charging 
Japanese invasion and violation of the Covenant, the Pact of Paris 
and the Nine-Power Treaty. On Sept. 12 it invoked the application 
of Articles X, XI, and XVII of the Covenant, as involved in Jap¬ 
anese aggression against its territory and independence. To deal 
with this situation, the Council revived the Far-Eastern Advisory 
Committee of February 1933; the United States authorized its 
Minister to Switzerland to take part in the discussions without 
voting; China and Australia accepted, and Germany and Japan 
declined the Council’s invitation to participate. On Sept. 28 the 
Assembly adopted the Committee’s resolution condemning the air- 
bombardment, and in its resolution of Oct. 6, adopted the Com¬ 
mittee’s two reports. These, after declaring Japan’s conduct a 
breach of the Nine-Power Treaty, provided for the immediate 
calling of a conference of League members, parties to the treaty. 

The Permanent Mandates Commission at an extraordinary 
session, July 30-Aug. 18, began its examination of the British plan 
for a tri-partite division of Palestine as proposed in the Report of 
the Royal Commission published July 7. While the Mandates Comr 
mission was favorable in principle to a solution by partition, it 
considered a prolongation of mandate status absolutely essential. 

A committee appointed to study the problem of raw materials 
met in Geneva March 8-12. Delegates were present from thirteen 
members of the League and from Brazil, Japan, and the United 
States; Germany and Italy declined to send representatives. Two 
sub-committees were set up (i) to study the production of raw 
materials and the economic and political situation of the producing 
countries, with the effect on export restrictions; and (2) to give 
attention to obstacles to importing raw materials. On Dec. 9 the 
League’s Economic Committee adopted a report which condemned 
the policy of countries seeking to be self-sufficing, and recom¬ 
mended that raw materials should not in general be subj ect to export 
restriction or prohibition, or to any but uniform export duties; and 

Aat foreigners should have the same rights as nationals in develop¬ 
ing natural resources everywhere. 

The Conference for International Repression of Terrorism met 
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in Geneva Nov. i-i6, with representatives from thirty-five states. 
The first convention, on the prevention and punishment of terrorism, 
was signed by twenty states; the second, signed by ten, envisages 
an international criminal court, to be chosen by the Permanent Court 
of International Justice, to which states might take terrorist cases. 

Ill 

WORLD ECONOMICS 

In the fall of 1937 the first serious set-back to recovery appeared. 
The recession, which was first evident in the security markets of 
the world, had its most violent manifestation in the United States. 
In many respects the downturn of security prices here seems to 
have been a normal cylical recession following a long period of 
continuous rise. It is probable also that the rapid rise in commodity 
prices at the end of 1936 and the beginning of 1937 had led to an 
over-expectation of profits from industrial enterprises. During the 
late spring it became evident that prices would not continue to rise. 
Inventories previously accumulated were now used and led to a 
curtailment of orders for new goods. Building costs were dispro¬ 
portionately high, because of high wage rates, and the high prices 
of building materials. 

Between September and November security prices fell by some 
40 per cent. The Annalist index of business activity fell by 21 per 
cent from August to November, and the Federal Reserve Board’s 
index of industrial production by 28 per cent during the same 
period. Steel mills were operating at only 25 per cent of capacity 
in December. Employment and pay rolls were substantially lower 

by the end of the year. 

The situation in the United States was further complicated 
by the year’s abundance of crops. Grain production was normal 
again, while the cotton crop was unusually large in spite of a reduc¬ 
tion in acreage. Although the large grain supplies were absorbed 
by the market, the cotton crop offered difficult problems. Prices of 
farm products fell precipitously compared to the prices of other 
commodities, although farm income as a whole was larger than 

last year. 

In Great Britain, in November, prices of securities were 17 per 
cent lower than in the previous year. Commodity prices advanced 
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rapidly during the first half of the year, but declined gradually 
thereafter. The cost of living rose much more rapidly than in the 
United States, with a gain of 7 cent for the year. Production 
and trade, however, continued at higher levels throughout most of 
the year. The iron and steel industry operated on a level some 
33 per cent higher than last year. On the other hand, in the con¬ 
sumption goods industries unemployment increased, especially in 
the textile and clothing trades. 

Banking conditions in Great Britain were relatively stable 
throughout the year. The value of the pound appreciated some¬ 
what compared with the dollar. In December the exchange rate 
was $5.00 compared with $4.90 in December 1936. 

In France, after the devaluation of the franc in the fall of 1936, 
the flight of capital was relieved for a time. Early in the year it 
was revived again. In January 1937, the value of the franc was 
4.67 cents; in October it was 3.35 cents. Wholesale prices rose 
by 20 per cent during the first ten months of the year and declined 
but little thereafter. The cost of living rose by 17 per cent. Produc¬ 
tion remained at a fairly constant level. Unemployment was some¬ 
what less than a year ago. 

In Germany, industrial production advanced during the year, 
primarily in investment goods. The production of automobiles 
advanced very rapidly, with an index of 205 in October 1937, 
compared with 151 in October 1936. Steel production continued at 
the high level of last year. Provisions, however, rose by 6 per cent. 
Banking conditions were stable. 

In Italy, to help finance the development of Ethiopia, the Gov¬ 
ernment in October decreed a 10 per cent capital levy on all corpora¬ 
tions, a counterpart of the 10 per cent levy on real estate decreed 
last year. The value of the currency has been held stable at the 
level to which it was devalued a year ago. Wholesale prices of 
commodities have risen continuously throughout the year, and the 
cost of living equally rapidly. Foreign trade increased rapidly to 
levels unequaled since 1930, but the excess of imports is very heavy. 

The Scandinavian countries had not felt the recession by the 
end of the year. The index of production was appreciably higher 
than m 1936 in every country but Denmark. Similar conditions 
prevailed m Belgium and Switzerland. In Holland industrial pro¬ 
duction declined in the fall, and unemployment began to mount 
again. 
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In Canada the recession began later than in the United States. 
The index of physical production rose throughout the year. Indus¬ 
trial production followed a similar pattern, but agricultural market¬ 
ings were lower than in 1936. Employment was higher, particularly 
in the construction industry and in mining. After October the 
recession developed. The general business index of the Bureau of 
Statistics, which stood at 113 in November 1936, and iii in 
October 1937, declined to 104 at the end of November. 

In South America, certain of the currencies changed radically 
in value during the year. Venezuela instituted exchange control 
at the end of 1936. Bolivia devaluated her currency in January 
and Ecuador removed exchange restrictions in August. The rate 
in the free market in Brazil rose during the first part of the year 
and declined again later. 

The Argentine had better trade than at any time in the last 
nine years. On October 28, the Government issued a decree pro¬ 
hibiting the export of wheat flour. Crop reports at the end of the 
year were very favorable. 

Conditions in Brazil were not as encouraging. On Nov. 3 
Brazil announced her determination to re-open a free competitive 
market for coffee. By allowing the price to drop Brazil hopes 
to regain her export market. 

In Chile production and trade have been maintained on a rela¬ 
tively high level throughout the year. The index of mining rose by 
50 per cent, largely because of increased production of copper. In 
Peru conditions were similarly prosperous, with increases in exports, 
especially of petroleum, copper, cotton and sugar. 

In the Far East, the economic consequences of the invasion 
of China by Japan have been serious for China. The increase in 
trade which had developed during the first half of the year swiftly 
disappeared. The decline advanced as the disruption of trade 
continued unabated. 

In Japan, Government borrowings to finance the war amounted 
to only 800,000,000 yen. At the end of the year, however, the war 
was beginning to put a strain on the domestic economy, particularly 
in view of the necessity for importing goods for military purposes. 
As a result, the Government restricted the raising of capital for 
purposes not connected with the war, assisted in financing munitions 
plants, and restricted imports of all commodities not necessary to 
the successful prosecution of the war. 



Chapter II 

THE UNITED STATES 

I 

RECESSION AND ECONOMIC OUTLOOK 

D uring the first six months of the year 1937, industrial, 

financial, and governmental circles were dominated by an 
optimism which approached that of a “boom psychology.” 
In the final quarter of the year evidences were plentiful that the 
long climb back to prosperity, which had commenced in the spring 
of 1933 had been halted by a serious recession. 

The combined business index of The New York Times showed a 
decline from 107. i during the last full week of 1936 to 84.7 
for a similar week in 1937 - Steel production, which had reached 
90 per cent of capacity in April 1937, fell to an estimated 
27 per cent for December. Stock market prices receded from their 
high on March 8 of 142.93, to a low of 82.07 on Nov. 24. Railway 
net operating income in March was over 97 per cent above 1936; 
the net for October was over 32 per cent below the 1936 figure. 

The recession was reflected in curtailed consumption of raw 
materials by manufacturers and of finished products by the con¬ 
sumer. Cotton purchases by domestic mills, which in April were 
the second largest of any recorded month, fell in November to 22 
per cent below 1936 and marked the smallest November purchases 
since 1934 - All this was eventually reflected in commodity prices, 
which had been generally rising since 1933. In December they 
averaged 73 per cent under those of April. 

Curtailment of economic processes was also reflected in unem¬ 
ployment. The report on Jan. i, 1938, of the unemployment survey 
which had been taken by the Federal Government during November, 
through questionnaires, distributed to every home and family 
m the United States, Alaska, and Hawaii, and voluntarily answered 
showed 7,822,912 persons unemployed. This included 2,001,877 
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who were then working for WPA, NY A, CCC and other emer¬ 
gency organizations. The director of the unemployment census, 
John D. Biggers, estimated the total number of unemployed at 
somewhere between 7,822,912 and 10,870,000. 

As to the causes of the recession various explanations were 
offered. Business men were inclined to place the burden upon 
governmental policies and labor. They emphasized the uncertainties 
of the future, pointing to the unbalanced budget which had shown 
a deficit for eight years. They insisted that the New Deal 
policies toward utilities had prevented investment and expansion. 
They severely criticized the capital gains tax and the undistributed 
profits tax. 

The Government was inclined to place the blame upon lack of 
business cooperation and upon monopoly practices which had raised 
prices so high as to curtail buying. Economists were inclined to 
attribute the recession to the failure of the investment and capital 
goods industries to share adequately in the upturn, with a lag par¬ 
ticularly in the building industry. They pointed to the difficulty 
of raising funds to finance new or larger industries. They pointed 
to over-stocking of inventories and to high prices which produced 
buyer resistance. They also emphasized the uncertainty of Govern¬ 
ment policies. 

Despite the fourth-quarter depression, the cash income of 
farmers was the highest since 1929. The total steel output for the 
year was close to that of 1928, the industry’s best year. Oil earnings 
were the highest since 1929 and 35 per cent above 1936; sales of 
rubber were the best since 1929; gross revenues of railroads were 
3.3 per cent over 1936; production of automobiles was the second 
highest on record, surpassed only by 1929; production of cotton 
goods set a record; activity in electrical goods was 15 per cent 
ahead of 1936 and near the 1929 level, while retail sales for the 

year showed a gain of 7B2 per cent. 

The great majority of economists believed that the recession 
was only a temporary halt in the upward swing. There had been 
no strain on money, no extravagant inventories and no deluge of 
banking failures as in 1929. There was every evidence that the 
new session of Congress would revise taxation to conform more 
closely with the demands of business, and that other legislation, 
particularly the amendments to the Housing Act, might help ma¬ 
terially in stimulating the economic lift. 
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SEVENTY-FIFTH CONGRESS AND SUPREME COURT 

The first session of the Seventy-Fifth Congress came to a 
conclusion on Aug. 21, after it had remained in session over seven 
months. The paucity of results was due to the fact that some of 
the agenda was so controversial that it was difficult of passage. 
Moreover for months legislation was bogged by the President’s 
request for reform of the Supreme Court (see below). 

Perhaps the most controversial item of the agricultural legis¬ 
lation was the Sugar Act (approved Sept. ii). This was de¬ 
signed to take the place of the Jones-Costigan Sugar Control Act. 
The new Act gave the Secretary of Agriculture the power to fix 
sugar quotas on the basis of 55.59 per cent for domestic production 
and 44.41 for foreign importation, the domestic (including Hawaii, 
Puerto Rico and the Virgin Islands) to be not less than 3,715,000 
short tons. The Act provided for conditional payments (on a 
basis of 60 cents per 100 pounds of sugar, or liquid sugar, raw 
value) for compliance by sugar farms with specified conditions, 
the payments to be scaled down as the volume of production in¬ 
creased. Taxes were levied on sugar manufactured in the United 
States and its possessions, with an import compensating tax at the 
same rates on manufactured sugar. The Act was to remain in 
force for three years. 

In the Bankhead-Jones Farm Tenant Act (approved July 23) 
the Secretary of Agriculture was empowered to make loans 
to tenant farmers for the purchase of farms. The period of re¬ 
payment was to be not more than forty years. The Act also 
empowered the Secretary to make rehabilitation loans for the 
purchase of livestock, farm equipment and supplies. 

The Agricultural Appropriations Act (approved June 29) car¬ 
ried appropriations for the Department of Agriculture and the 
Farm Credit Administration of $630,381,208 for the fiscal year 
1938. The tremendous increase in this amount over the appro¬ 
priation for 1937 was due chiefly to the $340,000,000 allotment 

for carrying into effect the provisions of the Soil Conservation 
Act. 

The Supreme Court decision which had invalidated the Guffey 
Coal Act of 1935 asserted that the regulation of hours and wages 
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was an invasion of States’ rights. As a result, Congress passed 

a new Act, the Guffey-Vinson Bituminous Coal Act (approved 

April 26) which followed closely the 1935 Act, but eliminated 

the labor provisions. The Nuisance Tax Act, extended for two 

years (until 1939) the so-called nuisance taxes originally imposed 

by the Revenue Act of 1932. The Act also extended for two 

years, until June 30, 1939, the 3-cent postage rate on first-class 
mail. 

The Tax Loophole Revenue Act (approved Aug. 26) sought 
(I) to describe what deductions might be made to personal holding 
companies here and abroad, (2) to curtail deductions hitherto 
made on a large number of items, (3) to eliminate certain de¬ 
ductions which had been made by trusts and (4) to increase the 
non-resident alien’s income tax from the flat 10 per cent to the 
normal rate, if such income exceeds $21,600. 

The Wagner-Steagall Housing Act (approved Sept. 2) sets up 
under the Department of the Interior a United States Housing 
Authority empowered to make loans to assist in the development, 
acquisition or administration of low-rent housing or slum-clearance 
projects and to make annual contributions to public housing agen¬ 
cies to assist in achieving and maintaining the low-rent character 
of their housing projects. 

In his budget message of Jan. 8 the President announced that the 
nation might expect a “layman’s” balance of the budget in 1938, 
with a complete balance in 1939. The estimated expenditures for 
the fiscal year 1938 (July i, 1937-June 30, 1938) he put at $6,158,- 
000,000 as against the estimated expenditure of $8,480,800,000 
for 1937, but to the 1938 estimates it was necessary to add re¬ 
covery and relief expenditures which the President hoped would 
not exceed $1,587,123,000. When the Government ended its fiscal 
year on June 30, 1937, there was a net deficit of $2,707,000,000, a 
gross public debt of $36,425,000,000. General receipts were ap¬ 
proximately $5,294,000,000, exceeding those of 1936 by $1,178,- 
000,000; and the total expenditures were roughly $8,001,000,000. 

The First Deficiency Appropriation Act (approved Feb. 9) 
appropriated $948,975,868.89 to supply deficiencies for the fiscal 
year 1937. The chief items were $789,000,000 for relief and 
work relief; $95,000,000 for emergency conservation work and 
for continuing the CCC until June 30, 1937, and $50,000,000 to 
the Farm Credit Administration for crop and harvesting loans. 



THE UNITED STATES 


11 


1937 

Again in 1937 the combined appropriations for national defense 
reached over a billion dollars. The total military appropriation 
(approved July i) for the fiscal year ending June 30, 1938, was 
$415,263,154 of which $58,618,406 was for the Army Air Corps. 
The War Department Civil Functions Appropriation Act (ap¬ 
proved July 19) appropriated $194,536,063, which included 
$128,000,000 for rivers and harbors work, $10,568,760 for the 
Panama Canal, and $30,000,000 for flood control public works. 

The Naval Appropriation Act (approved April 27) carried 
total appropriations of $516,258,808. Of this $130,000,000 was 
allocated for the construction of fighting craft, including two 
35,000 ton battleships previously authorized to cost $50,000,000 
each. The Act took care of expenditures for building 81 ships of 
all kinds, including eight new destroyers and four submarines. 
For naval aviation the appropriation was $49,500,000, including 
$27,186,000 for new construction, and $15,000,000 for later pro¬ 
duction and purchase of new airplanes and equipment. 

Virtually the first legislation passed by Congress was the 
Spanish Munitions Act (approved Jan. 8) which prohibited ex¬ 
portation of arms, ammunitions and implements of war to Spain 
during the Civil War. The ending of the embargo was left to the 
judgment of the President. 

The Neutrality Act (approved May i) amended and replaced 
the Neutrality Act of 1935. The new law provides for mandatory 
embargoes on loans, munitions and implements of war to foreign 
belligerents or factions in a civil strife of size threatening the peace 
of the United States. It prohibits American citizens from travel¬ 
ing on belligerent vessels, except under conditions prescribed by 
the President; prohibits the transport of munitions by American 
merchantmen; establishes a National Munitions Control Board 
with which all manufacturers and exporters of munitions must 
register; prohibits the arming of American merchantmen and per¬ 
mits the President to exclude from American ports belligerent 
submarines and armed merchantmen. 

Among the Acts which failed to pass were the Wages and 
Hours Bill and the President’s proposals for reform of the Su¬ 
preme Court. 

Failure of Congress to deal adequately with a number of 
serious problems led the President to call a special session of 
Congress to convene on Nov. 15. The President stressed the need 
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of four major pieces of legislation. The first was a farm bill 
which would prevent overproduction while keeping in mind the 
needs of the consumer. The second was legislation which would 
enable industries to adjust themselves progressively to better labor 
conditions. In the third place, the President asked for govern¬ 
mental reorganization. Finally, he requested more regional 
planning, along the lines of the TVA. 

The hopes of the Special Session were frustrated to a con¬ 
siderable extent by the economic recession, as the interest of 
Congress shifted to economic conditions and to the possibilities 
of aiding business. When the Special Session came to an end on 
Dec. 21 not a single legislative item proposed by the President, or 
later introduced, had been passed. 

The fact that the Supreme Court had invalidated some of the 
major legislation of the New Deal brought forth numerous pro¬ 
posals for reform of the Court. In a special message on Feb. 5, 
the President himself outlined a policy for reform of the Federal 
judiciary, which included the proposal that the membership of the 
Supreme Court be increased from nine to a maximum of fifteen, 
if judges reaching the age of seventy declined to resign. The 
proposal for a change in the Supreme Court aroused violent oppo¬ 
sition. 

The report of the Senate Judiciary Committee on June 14 was 
a bitter arraignment of the proposal. A compromise bill was 
presented by Senator Robinson on July 5. The Administration 
forces were completely disrupted by the death of Senator Robinson 
on July 14, and the adjournment for a week of both Houses. 
When Congress convened again, the Administration gave up the 
battle, and Vice-President Garner, as representative of the Ad¬ 
ministration, gave the judiciary power to write its own bill. The 
Sumner Judicial Procedure Reforin Act (approved Aug. 24) pro¬ 
vided (I) that the Attorney-General be allowed to intervene in 
suits involving the constitutionality of Acts of Congress; (2) that 
such suits be appealed directly to the Supreme Court, and (3) 
that the issuance of lower-court injunctions against Acts of Con¬ 
gress must be approved by a court of three judges, including at 
least one from the Circuit Court of Appeals. 

Earlier in the session Congress had passed the Supreme Court 
Retirement Act (approved March i), which grants to Supreme 
Court justices the same rights and privileges with regard to re- 
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tiring, instead of resigning, that are granted to judges of the lesser 
Federal courts. It provides that a Supreme Court justice, who 
has reached 70 years of age and served ten years, may retire on 
full pay. It provides also that the President may appoint a sue- 

cessor to any justice so retiring. 

The defeat of the Supreme Court proposals was aided by a 
more liberal attitude on the part of the Court toward New Deal 
legislation during the spring of I 937 > retirement on 

June 2 of Associate Justice Willis Van Devanter. His retirement 
gave the President his first opportunity to make a Supreme Court 
appointment, and it was taken for granted that such a person 
would be sympathetic with the Government’s point of view. 

On Aug. 12, President Roosevelt sent to the Senate the nomi¬ 
nation of Senator Hugo L. Black of Alabama. The pronounced 
liberality of Senator Black’s economic views aroused the con¬ 
servatives, with the result that two of them refused unanimous 
consent for immediate consideration in executive session, and the 
nomination went to the Judiciary Committee. On Aug. 16 the 
Committee approved the nomination by 13 to 4, and on the fol¬ 
lowing day the Senate voted confirmation 63-16, ten Republicans 
and six Democrats opposing. 

During the discussion over the nomination, it was charged that 
Senator Black had been a member of the Ku Klux Klan. He 
made no comment and his friends denied it. The Pittsburgh 
Post-Gazette, however, assigned its political reporter to the task 
of running down this rumor, with the result that syndicated articles 
began to appear on Sept. 13 showing the earlier connection of 
Justice Black with that organization. Two days after Black’s 
return from Europe he admitted, in a radio speech to the nation, 
earlier membership in the Klan, but denied present membership, 
and pledged his faith in religious and racial toleration. 

On March i the New Deal won an important victory, when 
the Supreme Court by a 5-4 decision upheld the Congressional 
Emergency Joint Resolution of June 1933, abrogating payments 
in gold. On March 29, Chief Justice Hughes delivered the ma¬ 
jority view in a 5-4 decision upholding a minimum wage law for 
women in the State of Washington. The act was significant 
because it reversed a decision in 1923, when the Supreme Court 
had invalidated a minimum wage law for women in the District 
of Columbia. It also overturned a decision of less than a year 
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earlier in which a New York State minimum wage law had been 
declared unconstitutional. 

On April 12, the Supreme Court in five cases upheld the con¬ 
stitutionality of the Wagner Labor Relations Act. On May 24, 

in three cases, the Court upheld various aspects of the Social 
Security Act. The decision upholding the unemployment insur¬ 
ance feature was by a 5-4 majority, that upholding the old-age 
pension feature was 7-2, while the third decision, upholding an 
Alabama unemployment insurance law, was also 5-4. The ma¬ 
jority opinion denied that the States were being coerced through 
the operation of the law, or that they were surrendering any 
“powers essential to their quasi-sovereign existence.” 

Ill 

foreign relations 

American foreign policy during 1937 was largely concerned 
with (I) efforts to extend the policy of relieving international 
economic tensions by an extension of the reciprocal trade agree¬ 
ments; (2) efforts to extend the “good neighbor” policy in Latin 
America; and (3) the handling of the whole problem of neu¬ 
trality. The policy of the Government was enunciated in a 
statement by Secretary of State Cordell Hull on July 16. He 
declared that the United States advocated a policy of peace, 
abstinence of all nations from the use of force in pursuit of 
national policy and from interference in the internal affairs of 
other nations; that it believed in upholding the principle of the 
sanctity of treaties, and adjustment of problems by peaceful nego¬ 
tiation. 

At the end of 1936 this country had signed trade agreements 
with fifteen nations (Cuba, Brazil, Belgium, Haiti, Sweden, Co¬ 
lombia, Canada, Honduras, Netherlands, Switzerland, Nicaragua, 
Guatemala, France, Finland and Costa Rica). Only one new 
agreement was signed in 1937, that with El Salvador. Negotia¬ 
tions, nevertheless, with six more nations have been announced, 
including those with Great Britain, Ecuador, Venezuela, Czecho¬ 
slovakia and Turkey, and an extension of the agreement with 
Canada. 

In an effort to avert war between Japan and China, Secretary 
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Hull on July i6 urged restraint upon both Nanking and Tokyo 
and repeated his appeal on Aug. I 5 - Japan, however, in a caustic 
note to the State Department, on Sept. 29 declined to change her 
military program in China. In the meantime the President forbade 
Government-owned ships to carry war material to either China 
or Japan (Sept. 14), summoned the American Minister to China 
to return home (Sept. 20), and protested against the bombing of 
Shanghai (Sept. 22), and the later bombing of Nanking. 

In October, the United States participated in the Nine-Power 
Conference, held at Brussels to thrash out the Sino-Japanese situa¬ 
tion. The Conference, which became utterly ineffective when 
Japan (Oct. 27) declined to appear, and when Italy warned (Nov. 
3) against coercing Japan, finally dissolved on Nov. 15 after a 
mild censure of Japan. 

Incidents growing out of the Sino-Japanese conflict came to 
a head on Dec. 12, when the American gunboat Panay, steaming 
up the Yangtze River twenty-five miles from Nanking, was bombed 
and machine-gunned by Japanese airplanes and sunk, together 
with three Standard Oil Company vessels. Three Americans were 
killed and many injured. The American note two days later 
requested Japanese expression of regret, indemnity, and guarantees 
against repetition of anything like the Panay bombing. Japan, 
on Dec. 14, expressed apologies and promised indemnification. In 
answer to a second American note, Japan again on Dec. 24 offered 
apologies and indemnities, and asserted that definite and specific 
steps had been taken to insure “against infringement of, or un¬ 
warranted interference with, the rights and interests of the United 
States, and other third Powers.” On Dec. 26 the incident was 
diplomatically closed, with the acceptance by the United States of 
the Japanese note as satisfactory in general, but this acceptance 
was made conditional on future observance of American rights. 

The future status of the Philippine Islands is given new 

significance by the Sino-Japanese conflict. President Quezon has 

suggested that the date for independence be advanced to 1938 or 

1939. to permit the Commonwealth to make trade agreements with 

foreign countries. He also indicated that a proposal for dominion 

status might be welcome. No such step is now contemplated by 
the United States. 

Hawaii s request for statehood was made the subject of a 
Congressional investigating commission in 1937. 



Chapter III 

LATIN AMERICAN COUNTRIES 


I 

MEXICO 

I N OCTOBER 1937, a conference of all United States consuls 
in Mexico with a representative of the State Department 
discussed the effect of President Cardenas’ policy of socializa¬ 
tion on American investments. The oil situation was the most 
critical. On Dec. 18, the Federal Labor Board ordered a wage 
increase of approximately one-third for the 18,000 oil workers 
employed by the foreign oil companies and the payment of strike 
wages withheld for a thirteen-day strike in June. Sixteen com¬ 
panies, British and American, producing about 90 per cent of 
Mexico’s petroleum, refused to meet these terms, and await the 
ruling of the Mexican Supreme Court. 

The Mexican Government established, on Jan. 10, a National 
Petroleum Administration. It possesses rich reserves, notably 
increased by the nationalization in November of 350,000 acres of 
oil land under lease to the Standard Oil Company. At the close 
of the year, Mexico also abrogated the Morrow-Calles agreement 
of 1928 which confirmed concessions granted prior to 1917 ^nd 
banned royalties on the “confirmatory” leases. The new decree 
requires petroleum corporations to pay royalties on all lands held 
under lease and to maintain “regular works” on their reserve 
lands. 

In conformance with the land redistribution policies, in the 
last three years 25,000,000 acres have been expropriated from 
large estates and given to 569,000 peasants, organized into 5,985 
communal villages. Agricultural credits have been extended to 
local cooperative societies for the development of various agri¬ 
cultural projects. The Government will provide indemnity for 

the land so expropriated. 

16 
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The promotion of the land policies and of an extensive public 
works program is causing the Government considerable financial 
embarrassment. Expenditures have far exceeded the 1937 budget 
of 333,000,000 pesos. The Bank of Mexico’s reserves have been 
falling steadily since August, and coverage dropped from 62.2 
per cent on Aug. i to 44-75 per cent in December. 

The nationalization of railways raises more acutely the ques¬ 
tion of the national debt. Hence, the silver purchases of the 
United States, totaling about $30,000,000 in 1937, have been of 
importance. 

President Cardenas has expressed his intention of setting up 
a “democracy of workers,” teachers, peasants, laborers and the 
army. The country has but one political party, however, the 
National Revolutionary Party (PNR), renamed National Party 
of Workers and Soldiers. 

The Government has been strong in its support of organized 
labor. In opposition to the extreme labor elements, however, it 
gave political asylum to Leon Trotsky, who was permitted to enter 
Mexico in January 1937. 

The position of the Catholic Church has improved considerably 
in the past year. Bans on celebrating Mass have been relaxed 
throughout the country. The socialistic educational program con¬ 
tinues, however. 


II 

THB central AMERICAN REPUBLICS 

The clause of the treaty of 1936 between Panama and the 
United States providing for consultation between the two Govern¬ 
ments before United States troops could enter Panama to protect 
the Canal has caused opposition from high United States Army 
and Navy officials and delayed ratification by the Senate. 

In Costa Rica there was a collapse of the coffee market re¬ 
sulting from Brazil’s removal of coffee export restrictions. Oppo¬ 
sition to the reciprocal trade treaty with the United States has 
developed. A similar agreement with Great Britain is under 
consideration. An experimental project was announced for the 
production of cotton on land privately purchased by Japanese, 
Japan to take the crop in exchange for cut-rate Japanese goods. 
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An agricultural colony for Jewish refugees from Germany was 
established. The reciprocal trade treaty of 1936 facilitated trade 
between Guatemala and the United States. 

Through the efforts of a mediation commission, the threat of 
open hostilities between Honduras and Nicaragua over a boundary 
dispute of long standing was ended on Dec. 10. The situation 
became acute when, in the fall, Nicaragua issued a stamp bearing 
a map showing the area in controversy as Nicaraguan. Military 
uprisings against the Government of Honduras occurred during 
the year, led principally by General Justo Amana. 

The low price of coffee resulting from Brazil’s decision to 
discontinue its valorization policy threatened an acute crisis in 
Nicaragua. The United States, favored by the reciprocal trade 
treaty, continues to lead in both the import and export trade of 
Nicaragua, although Germany’s purchases on the barter system 
are increasing rapidly. Cotton growing accounts for the increase 
in Japanese trade. 

Renewed proposals in January for a Nicaraguan canal, chiefly 
as a measure of national defense, revived the question in the 
United States Congress. The cost of the canal was estimated 
at $722,000,000. The United States holds a 99-year option on 
the site. 

In August, El Salvador announced its withdrawal from the 
League of Nations for “economic reasons.’’ Both El Salvador 
and Guatemala have recognized the Franco Government in Spain. 
Some years ago El Salvador recognized Manchukuo. 

A reciprocal trade treaty with the United States, signed Feb. 
19, went into effect IMay 31. Coffee was placed on the free list; 
it represents 98 per cent of El Salvador’s exports to the United 

States. 


HI 

SOUTH AMERICAN COUNTRIES 

Though a step towards settling the Chaco dispute was taken 
in May, when Bolivia and Paraguay formally resumed diplomatic 
relations, they were interrupted a month later following public 
statements made by the Paraguayan Foreign Minister regarding 
the neutral policing of Bolivia’s main-line road. Another serious 
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incident developed in September when a Paraguayan patrol, in 
the zone which Paraguay refused to recognize as neutral, arrested 
two neutral military observers appointed by the peace conference. 
The existence of military governments in both countries has been 
a stumbling-block to peace, since both have been disinclined to 
accept concessions which seemed to deny them military victory. 
Colonel Franco’s fall in August has been attributed, in part, to 
his efforts to effectuate the Chaco peace protocol. 

Victory for the conservative forces and a continuance of the 
policies of President Justo of Argentina were assured when, on 
Sept. 5, Roberto M. Ortiz, candidate of the National Democrats, 
was elected President, receiving 1,094,000 votes as compared to 
815,000 for his leading opponent. As Minister of Finance of 
the Justo Cabinet, Ortiz reduced the foreign debt, completing in 
April a refunding program begun in 1936. He also curbed foreign 
capitalists, virtually nationalizing the petroleum industry by placing 
its control in the hands of a Government-owned corporation, and 
taking over the foreign-owned railways, pending purchase. 

The financial condition of Argentina during 1937 has been 
extremely satisfactory. Foreign trade showed a remarkable ex¬ 
pansion. Great Britain has a preferential position because of the 
Roca-Runciman agreement. Argentina’s trade policy favors im¬ 
ports from countries purchasing Argentine products. Accordingly, 
United States exporters must pay 20 per cent above the free- 
market rate. Nevertheless a demand for American “prosperity” 
goods has so increased that in October the United States led 
Great Britain in sales to Argentina. New commercial treaties 
have been signed with Italy and the Netherlands and one with 
Germany is under negotiation. 

Colonel David Toro, of Bolivia, who had established a military 
dictatorship of a totalitarian nature, was ousted in July in a 
bloodless coup led by Lieutenant-Colonel German Busch. On July 
31 the Cabinet voted to reinstate the Constitution of 1880. 

Toro had succeeded in cancelling the concessions of the 
Standard Oil Company of New Jersey, which had been wrong¬ 
fully charged with defrauding the Government by not paying 
royalties on oil shipments through Argentina. As a result the 
Argentine Government in November signed an agreement with 

Bolivia, granting tax-free transportation facilities for its oil 
through Argentina. 
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The establishment of a semi-Fascist dictatorship by President 
Getulio Vargas of Brazil, on Nov. lo, 1937, added to the increas¬ 
ing Italian and German propaganda activities in Latin America. 
A new Constitution places practically unlimited powers in the 
hands of the President, who can suspend Congress, dictate laws 
by decree, and veto unfavorable rulings of the Supreme Court. 
The real explanation of the Vargas coup was the constitutional 
ban on the reelection of the chief executive and the bitterly con¬ 
tested Congressional elections, due to take place Jan. 3, 1938. 
Vargas is supported by the Army and on Dec. 3 dissolved all 
political parties, including the Integralistas. 

On Nov. 3 the Government abandoned its price-control pro¬ 
gram for coffee, reducing the export tax by about 75 per cent. 
This move was forced by the advantage taken by other coffee- 
producing countries to increase their coffee output. The coffee 
crop for 1936-37 amounted to over 20,000,000 bags. Brazil, 
profiting by the cotton restriction policy of the United States, 
tripled her production of cotton, which has become the second 
largest export. In cotton cloth manufacture Brazil has become a 
serious competitor of Japan. 

Control of exchange operations, under the Bank of Brazil, 
was decreed on Dec. 23. Distribution of exchange balances will 
be in the ratio of Brazil’s trade balances with the creditor coun¬ 
tries, a policy which will favor the United States. The German- 
Brazilian compensation agreement of a year ago had displaced 
the United States as the chief source of imports. On Aug. 15, 
the United States agreed to sell gold to Brazil up to $60,000,000, 
to be used in establishing a central reserve bank. 

A plan presented to the United States Congress in August to 
lease six over-age destroyers to Brazil for training purposes raised 
considerable protest. 

Congressional elections in Chile, held March 7, though result¬ 
ing in a victory for President Alessandri’s coalition of Right and 
Center parties, were seriously contested by the radical Popular 
Front headed by Marmaduque Grove. Apprehension over the 
increasing Leftist opposition and the growing power of the 
Nacistas, led by Jorge Gonzales, found expression in the passage 
of an Internal Security Law, limiting public meetings and other 

civil liberties. 

The Autonomous Amortization Bank of the Public Debt, ac- 
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cording to the 1935 debt plan, applies the State’s 
nitrate and copper mining to payments on the foreign debt. 

The system of compensation trade, in effect since February 
1934, made Germany the chief source of Chilean imports. In the 
first six months of 1937 however, the percentage of imports from 
the United States increased, whereas the German share fell. 

In Colombia, following the death early in 1937 of ex-President 
Enrique Olaya Herrera, a serious split became apparent in the 
dominant Liberal party. Congressional elections in April resulted 
in a victory for the conservative element. Failure of Congress 
to pass two of his measures led to the resignation of President 
Alfonso Lopez, which the Senate twice refused to accept, finally 
on June i extending his Government a vote of confidence. 

The administration of President Lopez has been progressive 
and has attracted the support of practically all radical organiza¬ 
tions. The National Trade Union Federation was formed in 1936. 

The first eight months under the reciprocal trade treaty with 
the United States showed a marked increase in American imports. 
Imports from Japan have been virtually excluded, and trade with 
the Reich severely restricted after the expiration of the compen¬ 
sation agreement in 1936. A new commercial treaty with Germany, 
signed May 21, 1937, may alter this trend. Colombia has entered 
into negotiations for reservicing its external bonds. 

The Governments of Ecuador and Peru have been unable to 
reach even a preliminary basis for the arbitration of their long¬ 
standing boundary dispute. In June the Peruvian Foreign Office 
accused Ecuador of moving military forces into the disputed area. 
The question has been referred to The Hague. 

The resignation, on Oct. 23, of Federico Paez, Provisional 
President of Ecuador, was followed by the assumption of supreme 
executive powers by Alberto Enriquez, Minister of War, who 
announced and instituted political and economic reforms. Germany 
has been getting most of Ecuador’s trade. 

In Paraguay, the military totalitarian dictatorship of Colonel 
Rafael Franco was peaceably replaced in August by the provisional 
government of Felix Paiva. The new President restored the Con¬ 
stitution of 1870, although it was temporarily suspended, following 
a counter-revolt in September to recall Colonel Franco. Another 
abortive rebellion was quelled in November. Colonel Franco’s 
program was progressive and nationalistic. 
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Political developments in Peru, at the close of 1936, left the 
Government in the hands of President Oscar Benavides. The 
military Cabinet formed in October 1936, resigned a year later. 
The new Cabinet is again headed by General Ernesto Montagne. 

There was general economic prosperity in 1937, revenues reach¬ 
ing over 158,000,000 soles, budget expenditures 153,570,634 soles. 
A large public works program is planned. In overseas trade 
Germany, holding second place in imports, has gained ground. 
The trend is away from Japanese imports. 

A reciprocal trade treaty is being negotiated between Uruguay 
and the United States. A special trade agreement with Great 
Britain is in force. 

The Venezuelan Congress met in April with the first popularly 
elected representatives in many years, although two-thirds are still 
appointees of the former dictator Gomez. 

The continued absence of a foreign debt has made it un¬ 
necessary to devalue the nation’s currency. Foreign exchange 
difficulties have resulted, however, from the preponderance of 
foreign-controlled petroleum in the country’s export trade. The 
budget for 1936-37 estimates revenues and expenditures at 215,- 
861,000 bolivares. 

IV 

CUBA, HAITI AND DOMINICAN REPUBLIC 

On July 25, Col. Fulgencio Batista, the controlling figure in 
Cuban political life, made public a three-year plan for a sweeping 
reorganization of agriculture, industry, mining and finance, redis¬ 
tribution of land, and a regimentation of almost every phase of 
the national life. 

There was, however, a large budgetary deficit for 1936-37, and 
a record-breaking floating indebtedness. The tentative budget for 
1937-38 amounts to 74,216,000 pesos. 

By an emergency electoral code elections will be held March 5, 
1938, to renew one-half of the seats in the House of Representa¬ 
tives. It is expected that the parties of ex-President Menocal and 
the Cuban Revolutionary party of Ramon Grau San Martin will 
boycott the elections. The Senate, on April 19, denied as uncon¬ 
stitutional the plea against the impeachment of President Gomez. 
Appeal is to be taken to the Supreme Court. 
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A sweeping amnesty bill was passed in December, pardoning 
all criminal offenders, including “terrorists and gangsters,’’ a term 
covering members of the outlawed revolutionary organization, 
Joven Cuba, and wiping out all charges against those in exile. 
Extradition proceedings in the United States against ex-President 
Machado, charged with mass murder and misapplication of Gov¬ 
ernment funds, were dropped. In March 1937, Havana University 
was reopened after four years. 

According to the six-year restriction plan begun in 1936, 
Cuba’s 1937 sugar crop was 2,939,033 long tons. The new Jones 
sugar law cut Cuba’s quota by 102,000 tons and reduced her 
imports of refined sugar by about 30 per cent. But the five-year 
sugar convention, concluded by twenty-two countries in London 
on May 6, allotted Cuba 900,000 tons, to net her an additional 
$10,000,000 annually. 

A commercial treaty with Great Britain, concluded Feb. 19, 
met opposition in the Cuban Senate and protest from American 
business men because of the clause relaxing in favor of British 
firms the ban on employment of foreign labor. American interests 


were subsequently assured the same consideration. Imports from 
the United States rose from 53.5 per cent in 1933 to 64.4 per cent 
in 1936. Cuba has replaced the Philippines as chief purchaser of 


American cotton cloth, a fact significant because of a pending 
commercial treaty with Japan. 


Official figures of the Haitian legation in Washington put at 
12,168 the number of Haitian squatters killed in October along 
the frontier between Haiti and the Dominican Republic. Con¬ 
tending that the Haitian Government had grossly exaggerated the 
casualties, and that, as a minor border incident, the dispute was 
not an international question, the Dominican Dictator-President, 
Rafael Leonidas Trujillo advocated direct negotiations between 
the parties instead of mediation by the United States, Cuba and 
Mexico, which Haiti had invited. Haiti, then, on the advice of 
the mediating Governments, invoked the inter-American concilia¬ 
tion treaties. This proposal was accepted by President Trujillo. 

In January 1937 Dominican Republic abrogated its com¬ 
mercial agreement with Spain. 



Chapter IV 


THE BRITISH COMMONWEALTH OF 

NATIONS 

I 

GREAT BRITAIN 

T he coronation of King George VI and Queen 

Elizabeth took place in Westminster Abbey on May 12, 
the date which had been chosen for the coronation of 
Edward VIII, who had abdicated five months before. For the 
first time in history the coronation services were broadcast. 

Immediately upon his abdication the former King was created 
Duke of Windsor, with the title of “Royal Highness,” but it was 
expressly provided that this should not extend to his wife nor to 
any children they might have. The marriage of the Duke to the 
former Wallis Warfield of Baltimore took place in France on 
June 3, 1937. The former King’s wife is known as Her Grace the 

Duchess of Windsor. 

On May 28, Prime Minister Stanley Baldwin resigned, and was 

succeeded by Neville Chamberlain. 

Although the British army has failed to obtain the number of 
recruits that the War Office desires in its extensive rearmament 
plans, the navy program is progressing satisfactorily. The year 
1937 saw 32 naval vessels put in commission: 6 cruisers, 9 
stroyers, 3 submarines, and 14 mine-sweepers and small craft. 
The program calls for 60 more ships in the year 1938: i aircraft 
carrier, 4 cruisers, 32 destroyers, 7 submarines, and 16 small craft. 

Parliamentary measures enacted during the past year included 
the Public Order Act, which forbids anyone in Great Britain to 
wear a uniform signifying his association with any political or¬ 
ganization, and allows the chief of police to prescribe the route 
of any procession, or to prohibit processions in any designated 
area for a period not exceeding three months. By the Matrimonial 
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Causes Act, which was passed at the end of July, grounds for 
divorce are increased by the addition of cruelty, desertion, and 
insanity. Except by permission of a High Court judge, no divorce 
petition can be presented until three years after marriage. By the 
terms of the Ministers’ Salaries Bill the Prime Minister’s salary 
is doubled, to £10,000 a year, and the salary of every other Cabinet 

minister is raised to £5,000 a year. 

The Coal Bill passed its second reading in the House of Com¬ 
mons on Nov. 24. This provides for the nationalization of coal 
mines, which are to be bought from about 5’®®® owners for 
£66,450,000, and vested in a coal commission of five members. 

The general economic condition of Great Britain during the 
year 1937 showed improvement. For some months there was a 
marked decline in unemployment. The figure for March was 
1,601,201 persons; a month later this had fallen to 1,454,443, the 
lowest number since December 1929. Unemployment rose sharply 
however in November to 1,499,203—the highest since March. As 
regards British trade the figures for 1937 have been somewhat 
larger than in 1936, partly because of the increased cost of com¬ 
modities. For the first ten months of the year the imports were 
about £838,000,000 and the exports £498,000,000. The unfavora¬ 
ble balance may mean that economically the improvement in Great 
Britain is apparent rather than real. 

II 

STATE OF IRELAND AND NORTHERN IRELAND 

The new Constitution creating the State of Ireland (known as 
Eire in the Irish language) was announced on April 30, 1937, by 
Eamon de Valera, President of the Free State Council. It makes 
Ireland wholly independent internally, and contains no reference 
to King George VI or the British Commonwealth of Nations. 
Provision is made for a President, to be elected by direct vote of 
the people and hold office for seven years. He appoints the Prime 
Minister and Cabinet, the judiciary and officers of the army. 

The Legislature will consist of two houses. The Dail Eireann, 
or lower house, continues as before. In place of the old Senate-^ 
abolished in 1936 by De Valera—^the Constitution creates a new 
Senate of sixty members. More than two-thirds of the members 
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are to be elected on a vocational basis; eleven are to be nominated 
by the Prime Minister. 

General executive powers rest, as previously, in the hands of 
the Cabinet, composed of not less than seven or more than fifteen 
members, and responsible to the Bail. Provision is also made for 
a Council of State, akin to the British Privy Council. 

Specific guarantees are included in the Constitution regarding 
the freedom of speech, the press, and assembly. Although special 
position is given to the Catholic Church, recognition is also ac¬ 
corded to the Protestant and Jewish denominations. Divorce, 
and remarriage of divorced persons, are forbidden. 

All ties with Great Britain are formally broken, but Ireland 
remains, externally, a member of the British Commonwealth of 
Nations. The Constitution specifically defines the national terri¬ 
tory as “consisting of the whole of Ireland,” but a statement by 
the British Government, on Dec. 29, 1937, emphatically closed the 
door to any possibility that the six counties of Northern Ireland 
might be coerced into joining the new State. 

Despite opposition protests, the Constitution was approved by 
the Dail, 62 to 48, and by the public by 686,042 to 528,196—a 
majority of 157,746. When the Dail was convened on July 21, 
De Valera was reelected President of the Executive Council. 

The final transformation of the Irish Free State into the State 
of Ireland occurred on Dec. 29, 1937. No date had yet been set 
for the election of the President or the Senate. It was generally 
assumed that De Valera himself aspired to the office of President. 
It is now understood, however, that Sean O’Kelly, formerly Vice- 
President of the Council, will be De Valera’s candidate. 

The year was comparatively free from violent political dis¬ 
turbances. General O’Duffy returned from Spain, where he had 
headed an Irish Brigade for General Franco, when De Valera 
took measures to enforce the Non-Intervention Agreement. 

The last five years have brought vast economic changes to 
Ireland. There is scarcely a town of any size which has not a 
new manufacturing concern. Particularly important in the past 
year was the construction of modern dwellings for thousands of 
workers. Agreements with Great Britain modifying the British 
duties on Irish products, together with high livestock prices, have 
resulted in a material improvement in rural Ireland. 

As the year closed, in Northern Ireland Lord Craigavon, who 
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has headed the government continuously since its establishment, 
issued a bitter statement denouncing “the affront to His Majesty 
involved in the new Irish Constitution.” 

Although handicapped by inadequate raw materials and a high 
proportion of unemployment, Ulster has forged ahead rapidly 
both agriculturally and industrially. The farmers have benefited 
from the abandonment of free trade in Great Britain, while the 
shipbuilding industry has finally recovered from the depression. 

Ill 

the: NE:w constitution in INDIA 

The outstanding event in India during the year was the inau¬ 
guration of the new Constitution on April i, 1937, as provided 
for in the Government of India Act of 1935. 

Thirty-three million voters took part in the elections, and the 
results showed that the Congress Party opposed to the new Con¬ 
stitution had won majorities in six of the eleven provinces. In 
the other five provinces the majorities elected to the provincial 
assemblies were in favor of putting the new Constitution to work. 
In the six provinces where the Congress Party had majorities, 
minor ministries were formed, pending a settlement of the dispute 
between the party and the Government. 

After the elections, the Working Committee of the Congress 
party met and outlined an All-India program to be adopted by all 
elected Congress members. The result was a resolution that their 
elected candidates form ministries in the provinces where they 
were successful, provided they received assurances that the British 
provincial governors would not use the special powers accorded 
them under the Constitution to restrain the provincial assemblies. 
A deadlock lasting until July 7 followed. Finally, the Under 
Secretary of State for India stated that the Indian provincial 
governors would not use their special powers for interference. 

On July 7, the Working Committee of the Congress Party 
voted to permit party members to take ministerial office. The 
Committee announced, however, that “The Congress Party intends 
to fight for the complete independence of India.” 

On April i, the British stretch of land on the south side of 
the Arabian peninsula, known as Aden, became a Crown Colony. 
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IV 

CANADA AND NEWFOUNDLAND 

Early in April 1937, Premier Mitchell Hepburn of Ontario 
launched a campaign against the Committee for Industrial Or¬ 
ganization, as a result of a “sit-down” strike in the General Motors 
plant at Oshawa, Ontario. Hepburn dismissed two of his Cabinet 
members because they attempted to uphold the legal rights of the 
strikers, and even denounced Dominion Prime Minister Mackenzie 
King for refusing to interfere. Largely as a result of Hepburn’s 
intervention, the strikers lost their demand for recognition of the 
C. I. O. union, but were given minor wage and hour concessions. 

In Quebec, Premier Maurice Duplessis pushed through drastic 
legislation. His “Padlock Bill” empowered the Government to 
padlock any premises which have been, or are to be, used for 
Communist purposes, and authorized any policeman, on the direc¬ 
tion of the Attorney General, to confiscate any newspaper, period¬ 
ical or other printed matter containing Communist propaganda. 

In Alberta, Premier William Aberhart is determined to pro¬ 
mote his program of Social Credit. In February, shortly before 
the opening of the Legislature, the provincial Supreme Court 
nullified the previous year’s legislation which had cut interest rates 
on the public debt and reduced private obliptions. Faced by a 
revolt of his followers, Aberhart withdrew his budget and pushed 
through a three-months supply bill which temporarily put off the 
day of reckoning. Finally, in August, a series of bills were passed 
which, it was hoped, would run the gauntlet of the courts. These 
included a bank licensing bill, a bank taxation bill, and a bill 
controlling the press. Royal assent to these measures was held 
up by the Lieutenant Governor of Alberta. Hearings are sched¬ 
uled to be held before the Supreme Court early in January 1938, 
to test the legality of the bills and the Lieutenant Governor’s 

power to withhold assent. _ ■ - r 

Provincial elections were held during the year in British Co¬ 
lumbia and Nova Scotia, as well as Ontario, and in every case 

the Liberals obtained a sweeping victory. 

The fourth year of Commission rule in Newfoundland brought 

a continuation of improvement in economic conditions. Reorgani¬ 
zation of the Civil Service resulted in a suppression of smuggling, 
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and a consequent increase in customs returns. A Commission of 
Inquiry on Newfoundland’s Sea Fisheries recommended that the 
Government expend $800,000 as a direct bonus to fishermen. 


V 

AUSTRALIA, ZEALAND, AND UNION OF SOUTH AFRICA 


Benefiting from high world prices for primary commodities, 
Australia in 1937 attained extraordinary prosperity. Waps 
have been raised by the Arbitration Court; the financial position 
of the country is excellent; unemployment has never been lower. 

Premier Joseph A. Lyons carried his coalition Government 
into an unprecedented third term of office by an electoral victory 
over the Labor party on Oct. 23. Australia’s sense of insecurity 
in the face of a militant Japan had become apparent through the 
Prime Minister’s abortive proposal, at the opening session of the 
British Imperial Conference, for a regional non-aggression pact 
in the Pacific. The verdict at the polls supported the Govern¬ 
ment’s strong Empire policy, which is based on a naval construction 
program to dovetail with British Admiralty plans, and thus repu¬ 
diated the Labor party’s isolationist position. 

A trade war provoked by the Commonwealth against Japan 
was ended on Jan. i by an agreement favorable to Tokyo. 

Under Premier M. J. Savage’s Labor Government, New Zea¬ 
land enjoyed another year of prosperity. The Savage Government 
has inaugurated an extensive housing program, great new public 
works projects and a new social security system. 

In the Union of South Africa the year was characterized by 
insecurity, of which the best evidence was the spectacular Johan¬ 
nesburg stock-market crash in the spring, caused by rumors that 
the United States would reduce the price of gold. The Govern¬ 
ment on April 2 issued a proclamation limiting political activities 


by unnaturalized Germans who live in the former German posses¬ 
sion of Southwest Africa. 

The Hertzog Government has adopted an immigration law 
intended to stop the small inflow of Jewish refugees. Determined 
to preserve the supremacy of the white minority in the Dominion, 
it also enacted new legislation opening the door to increased in¬ 
justices to the natives. 



Chapter V 

WESTERN AND NORTHERN EUROPE 

I 

FINANCIAL PROBLEMS IN FRANCE 

4 T THE BEGINNING of the year 1937, it was evident 
that the devaluation of the franc (September 1936) had 
X ^ come too late. When a rapid rise in the cost of living 
tended to nullify wage increases the workers threatened to strike 
again for new wage adjustments. In February, the Treasury 
was forced to borrow £40,000,000 in London to cover the chronic 

deficit of the French railroads. 

On March 5 decrees were issued destined to encourage capital 

to return to France. The exchange equalization fund was to be 
administered by a committee made up of the Director of the 
Bank of France and three conservative financial experts. It was 
emphasized that public expenditures would be drastically cut. 
These decrees succeeded in creating a better atmosphere. The 
outflow of gold stopped, and a loan launched for national defense 

purposes was immediately oversubscribed. 

Unfortunately, a combination of causes worked against any 
lasting recovery. The working classes insisted on the immediate 
application of the 40-hour-a-week law. Capital was apprehensive 
as expropriation of arms and munitions factories began in ac¬ 
cordance with their nationalization. There was speculation against 
the franc, and a fresh outflow of capital began. 

Extraordinary powers were granted to M. Blum by the Cham¬ 
ber of Deputies at his request, but the Senate refused, and the 

Blum Cabinet was forced to resign. 

A Popular Front majority was the only one possible and the 

new Premier was Camille Chautemps, a Radical-Socialist Senator. 
The new Finance Minister was a Radical-Socialist, Georges Bon¬ 
net, then French Ambassador in Washington, and an economist 


30 
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and financier of orthodox views. When Bonnet allowed the franc 
to seek its own level a rapid fall ensued. One month after M. 
Blum’s resignation (July 21), the franc was quoted at 3.72 cents. 
As a part of Bonnet’s plan for recovery, new taxes were imposed; 
postal rates, the price of tobacco, etc., were raised. Economies 
were strictly enforced. Still, in many branches, production was 
lagging, as there had been no satisfactory adjustment of the 40- 
hour law. On Aug. 31, a decree was published by which the seven 
railroad systems of the country were to be merged. 

When the emergency powers of the Chautemps Cabinet ex¬ 
pired, on Aug. 31, the economic problems remained unsolved. The 
commercial deficit for the first eight months of the year amounted 
to 11,871,000,000 francs. 

The franc plunged to 3.37 cents on Sept. 14. After some 
fluctuation, it struck an eleven-year low on Oct. i, closing at 3.28 
cents. Premier Chautemps then called an emergency Cabinet 
meeting, after which an official communique was issued declaring 
the Government’s absolute opposition “to all measures of exchange 
control, constraint or autarchy.’’ The fall of the franc then 
stopped. Meanwhile there were terrorist bombings in Paris and the 
police revealed a plot against the Republic organized by a secret 
society called Les Cagoulards (The Hooded Ones). 

The financial situation was rendered more difficult by the for¬ 
eign situation, which forced huge outlays for armaments. On 
Dec. 3, even the Communist Deputies voted the budget appropria¬ 
tions for national defense, a record sum of 12,934,000,000 francs. 

As the year drew towards its end, however, M. Bonnet reported 
to the Chamber that he had been able to repay the £40,000,000 
credit outstanding in London, by means of the Exchange Equali¬ 
zation Fund, without touching the gold reserve of the Bank of 
France. Deposits in savings banks exceeded withdrawals, tax- 
receipts went beyond budget estimates, and railroad and customs 
receipts increased. The trade balance, however, showed a greatly 
increased deficit for the first eleven months of the year. 

France s relations with England were closer than ever in 1937. 
In Spain, she adhered to the policy of non-intervention, refusing 
to grant recognition to General Franco. She warned Germany 
against activity in Morocco, and collaborated with Great Britain 
in the Nyon accord, in September, to guard Mediterranean routes 
against submarine attacks. As a signatory to the Nine-Power 
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Treaty, she attended the futile Brussels conference called in No¬ 
vember to deal with Japan’s aggression in China. 

II 

self-sufficiency for GERMANY 

During 1937 Germany continued to aim at the isolation of the 
Soviet Union and of France, at friendship with Great Britain and 
Italy, and at the control of the smaller states of Central and 
Southeastern Europe. She tried, by a series of bilateral treaties 
of non-aggression, to make it impossible for any country to assist 
another attacked by Germany. 

Germany’s attempt at a better understanding with Great Britain 
failed, despite the fact that some influential groups supported 
Germany. Lord Halifax was sent to Germany in November 1937 
to prepare by personal talks with Chancellor Hitler the basis for 
an agreement between the two countries. This ended in failure 
on account of Germany’s demands for the restoration of her colo¬ 
nies. The ties of friendship between Germany and Italy became 
closer during 1937, and a close alliance was maintained with Japan, 
the anti-Communist pact uniting all three against the Soviets. 

The economic situation of Germany is dominated by the Four- 
Year Plan, with concentration upon the achievement of self-suffi¬ 
ciency. German factories are working at full speed, new factories 
are being built, unemployment has been reduced to perhaps 500,000 
men. Great public works are being created, mostly for purposes 
of military importance. It is difficult to say how soundly this 
“armament prosperity ” is founded. Since 1935 account has 
been given of the revenues and expenditures of the German Reich. 

In attempts to make Germany economically self-sufficient a 
great number of substitutes or “Ersatzstoffe” have been invented 
or introduced. Consequently there is a constant deterioration in 
the quality of foodstuffs and clothing. The serious food situation 
was saved in October by a bumper potato crop, but fats continue 
in great scarcity. Prices have not risen much, because of Govern¬ 
ment control. Since wages have remained stationary, however, 
and taxation has increased, the standard of life in Germany has 
been lowered considerably. 

The currency circulation at the end of the year 1937 amounted 
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to 7,478 million marks. At the same time, however, the German 
Reichsbank had holdings in gold and foreign exchange amounting 
to only 76,300,000 marks, providing a note coverage of only about 
I per cent. These figures arouse legitimate doubts whether the 
achievements of the Four-Year Plan will justify its immense cost. 

After long negotiations. Chancellor Hitler accepted, on Nov. 
26, Dr. Hjalmar Schacht’s resignation as Minister of Economics, 
and named Walther Funk, a Secretary of State in the Ministry 
for Propaganda, and Reich Press Chief, as his successor after 
Jan. 15, 1938. This change means that the Nazi party bureaucracy 

will expand even more. 

During 1937, the Government attacked openly the independence 
of both Catholic and Protestant Churches in Germany. About 
500 Protestant pastors were imprisoned. Most of them were 
released in January 1938, by an amnesty, but the leaders remained 
in prison, among them the Reverend Martin Niemoeller who had 
been arrested on July i. In June, the Government issued a decree 
making it a crime to contribute money to Protestant church or¬ 
ganizations not approved by the Minister for Church Affairs. The 
cultural leader of Germany, Alfred Rosenberg, who had launched 
a vehement attack against Catholicism in 1934, came forward in 
September with a no less violent attack against Protestantism. 

In March 1937, an encyclical letter of Pope Pius was read 
from many Catholic pulpits in Berlin attacking the Nazi Govern¬ 
ment for violation of the Concordat and declaring that the Church 
would defeat all efforts to substitute modern pagan ideologies for 
the Christian faith. The struggle between the Catholic Church and 
the Government was concerned mostly with the education of 
youth, and in this field the Government was victorious, as Catholic 
private schools were closed. The great German Catholic printing 
plants were also closed, and the German Ambassador to the Vatican 
was withdrawn. In November, Count Conrad von Preysing, the 
Catholic Bishop of Berlin, accused the Government openly of 
wishing to destroy Christianity. 

The Jewish situation in Germany became even more desperate 
than before. The few Jews remaining in the professions were 
ousted. Many old Jewish firms were transferred to the ownership 
of “Aryans.” All Aryan professors and officials married to women 
of Jewish descent were dismissed, among them some of the leading 
university men of Germany. 
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III 

ITALY AND INSURGENT SPAIN 

On Jan. 2, 1937, Britain and Italy signed an agreement recog¬ 
nizing the vital interests of both nations in the Mediterranean, 
and disclaiming any desire to alter “the status quo” in that 
area. 

In spite of this declaration, which by inference guaranteed the 
territorial integrity of Spain, Italian troops continued to pour 
into Rebel Spain, even after the general ban on volunteers, ar¬ 
ranged by the London Non-Intervention Committee, had sup¬ 
posedly come into force. 

France and Britain then had no choice but to send more ships 
to the Mediterranean, and to push their armanent program. On 
March 2, the Fascist Grand Council approved the militarization 
of all males between 18 and 55. On June i, the Italian Govern¬ 
ment announced it would stop all ships carrying arms to the 
Loyalists. On the capture of Malaga, Bilbao, Santander and Gijon 
by the Insurgents, each was celebrated as an Italian victory. In 
September the Italians admitted that there were 40,000 of their 
troops fighting with Franco “against Communism.” 

To counteract submarine activities in the Mediterranean the 
British called a conference at Nyon in September. The Italian 
Government did not attend, though she later joined in the inter¬ 
national naval patrol set up by the Conference. 

On Nov. 6, Italy formally joined in the anti-Communist pact 
of Germany and Japan, thus making the Rome-Berlin “axis” a 
triangle. On Dec. 11 Italy withdrew from the League of Nations. 
December also brought a renewal of her provocative broadcasts 
in Arabic, against which the British finally took steps to retaliate. 

Although the conquest of Ethiopia had been virtually accom¬ 
plished, there continued to trickle out of Ethiopia stories of revolts, 
ambushes, raids and passive resistance. On Feb. 19, I 937 > grenades 
were thrown at Marshal Graziani in Addis Ababa. Thousands 
of natives are said to have been shot down in the reign of terror 
that followed. To develop Ethiopia Italy needs capital. Thus far 
almost no agricultural colonists have been sent out to Ethiopia, 
nor has the country yielded evidences of those large deposits of 
oil, coal, iron and other minerals of which Italy has such need. 
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Italy’s internal situation did not improve during 1937* In 
May, a national defense budget of 5,500,000,000 lire was adopted. 
The costs of rearmament, and of the unproductive Ethiopian ad¬ 
venture, which had cost 12,000,000,000 lire, had to be made up 
largely from the savings of the Italian people, and a lowering of 
their standard of living. Foreign experts estimated that between 
November 1935 and April 1937 the cost of living had risen 69.8 
per cent. By the end of 1937, the debt of national and local 
governments totalled around 200,000,000,000 lire. 

IV 

CIVIL WAR CONTINUES IN SPAIN 

The siege of Madrid, which began on Nov. 9, 1936, continued 
throughout 1937. Pressure on the city was greatly relieved March 
11-16, when a Loyalist offensive won the battle of Brihuega in 
the Guadalajara foothills, forty miles northeast of Madrid. 

Late in April the ancient Basque town of Guernica was de¬ 
stroyed by heavy bombing from Insurgent aircraft. Bilbao, the 
principal objective of the Insurgents, was finally occupied on the 
20th of June. Meanwhile a naval blockade of the Biscayan ports 
was maintained by German forces. The British Government, 
however, dispatched the battle cruiser Hood and other vessels to 
the vicinity to provide a convoy for food ships and protection for 
the refugees. 

The Insurgents captured Santander, the last of the Biscayan 
ports, on Aug. 25. Gijon, the center of the Asturian resistance, 
was finally entered on Oct. 21. This completed the conquest of 
northwestern Spain. At the end of fifteen months of civil war, 
70 per cent of Spanish territory was in the hands of the Insurgents. 

The Insurgent troops were next transferred to the Aragon 
region, with the object of separating Catalonia from Valencia and 
Madrid. In September, a Government offensive took Belchite. 

The end of November brought heavy air bombardment of 
Madrid and a number of the eastern coastal towns by the Insurgents, 
and the establishment of a naval blockade from the French frontier 
to Almeria. General Franco’s expectations of a speedy victory were 

lessened, however, when the Government succeeded in capturing 
Teruel, at least for the time being, on Dec. 21. 
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The Loyalist army, as tlie year closed, was reported to number 
approximately 600,000 and to include an international brigade vari¬ 
ously estimated at from 7,000 to 30,000 men. General Franco’s 
opposing force was said to contain 700,000 men, of which the Italian 
contingent was variously reported to run from 40,000 to 80,000 men 
and the German troops to number from 10,000 to 12,000. 

The Left Socialist Premier, Largo Caballero, resigned on May 
15, following upon a serious anarchist uprising in Barcelona. He 
was replaced by Dr. Juan Negrin, a Liberal Socialist. 

By March 8, twenty-seven European nations had been induced to 
approve the program of the Non-Intervention Committee, which 
called chiefly for the banning of foreign volunteers in Spain and an 
observation blockade about the Spanish coast. From the patrol 
system thus established, the Germans and Italians Anally withdrew 
in July. A plan proposed by Secretary Eden of Great Britain, 
failed to secure support, and in August the Committee adjourned. 
Three months later, however, the English proposal was adopted. 

An outburst of attacks in August on neutral vessels in the Medi¬ 
terranean led to a conference of Mediterranean Powers called by 
Great Britain and France at Nyon, Switzerland, in September. They 
agreed on the establishment of an anti-piracy patrol in the Mediter¬ 
ranean by France and Great Britain. A concentration of sixty 
destroyers and other vessels then made neutral commerce safe. 

V 

BELGIUM AND THE NETHERLANDS 

On Nov. 24, 1937 a new Cabinet, headed by the veteran Liberal, 
Paul Emile Janson, succeeded the Government of Paul van Zeeland. 
When earlier in the year the Rexists, a party with decidedly Fascist 
leanings, precipitated a by-election in Brussels, van Zeeland entered 
the lists against Leon Degrelle, the young Rexist leader, and on 
April II was triumphantly elected by the wide margin of 275,840 
against 69,242. The Prime Minister then undertook to explore the 
possibility of obtaining a general reduction in trade barriers, by 
consultations with Germany, France, and the United States. 

When van Zeeland returned from this mission he had to 
defend himself against charges that, while Prime Minister, he had 
continued to accept bonuses from the National Bank of Belgium 
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of which he had previously been vice-governor. Although he 
cleared himself of any wrongdoing, he resigned on Oct. 25. 

In a joint Franco-British note, published April 24, Belgium was 
released from its obligations under the Treaty of Locarno, while 
retaining a guarantee of assistance by Britain and France in case 
of attack. On Oct. 13, moreover, the German Government pledged 
itself not to impair the inviolability and integrity of Belgium, unless 
the latter “should participate in military action against Germany.” 

In the Netherlands, the year 1937 started auspiciously with the 
marriage of Crown Princess Juliana to Prince Bernhard zu Lippe- 
Biesterfeld, on Jan. 7. 

The Netherland economy witnessed a sharp recovery with the 
impetus given by a depreciation of the guilder amounting to approxi¬ 
mately 20 per cent. Both foreign and domestic trade revived. 

The moderate Government of Prime Minister Hendrik Colijn 
won a resounding victory in the elections for the Lower Chamber 
of Parliament, held on May 26. Mussert’s National Socialist 
(Fascist) party polled only 4.2 per cent of the vote. 

On the initiative of the Netherlands Government closer economic 
cooperation among the Scandinavian and the Low Countries was 
successfully inaugurated by a convention concluded on May 28. 

VI 

SCANDINAVIAN AND BALTIC COUNTRI^ 

In Norway, growing prosperity was reflected by increased pro¬ 
duction and foreign trade. The municipal elections of Oct. 19 
marked a decisive defeat for Fascist and Communist groups. 

Despite continued improvement in production and foreign trade 
in Sweden, living standards have been maintained and raised only 
because of a reduction in the size of Swedish families. This has 
already lowered the birth-rate about 30 per cent below the minimum 
level required to keep the population stationary. 

The silver jubilee of King Christian of Denmark was celebrated 
on May 14. On Sept. 26 came the opening of the Storstrom bridge 
connecting Zealand and Falster. It has the largest span in Europe. 

On Feb. 15, President Svinhufvud of Finland, arch-enemy of 

the Soviet Union, was defeated for re-election by Kyosti Kallio, 
leader of the Agrarian party. 



Chapter VI 

CENTRAL EUROPE AND THE BALKANS 

I 

AUSTRIA AND HUNGARY 

I N VIEW of the strained international situation and violent 
internal dissensions in 1937, Austria showed a surprising stabil¬ 
ity and economic recovery. Chancellor Schuschnigg succeeded 
in making the Fatherland Front a broad organization. The final 
withdrawal of Prince Starhemberg from public life lessened the dan¬ 
ger of the out-spokenly Fascist group, and Chancellor Schuschnigg 
could thus proceed to a certain liberalization of regulations. 

Dr. Schuschnigg realized that in view of the close entente be¬ 
tween Germany and Italy he could no longer count on the support 
of the latter against the former. Nevertheless, he was able by an 
adroit policy to maintain Austria’s independence through 1937. 

Early in 1938, Chancellor Hitler of Germany stunned the world 
by his boldest coup. Having summoned Chancellor Schuschnigg 
to Berchtesgaden, he demanded on Feb. 12, that the post of 
Minister of the Interior in the Austrian Cabinet be given to the 
Nazi sympathizer. Dr. Arthur Seyss-Inquart. Faced with an ulti¬ 
matum, the Austrian Chancellor acceded on Feb. 16. On March 9, 
however, he announced for March 13 a plebiscite which would 
demonstrate Austria’s determination to remain independent. By 
the threat of armed invasion Hitler forced Schuschnigg’s resigna¬ 
tion on March ii, declared the Austrian regime at an end, and 
triumphantly entered Vienna on March 14, where he proclaimed 
the inviolable union of the Germanic peoples under the government 

of Germany. 

In Hungary, internal policy reflects a contest between Hun¬ 
garian Fascist groups and the democratic opposition under the 
leadership of Tibor Eckhardt. The Government is accused of tol¬ 
erating Fascism accompanied by violent anti-Semitism. 
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II 

POLAND AND CZECHOSLOVAKIA 

In Poland the year was marked by continuous political tension, 
by strikes, peasant unrest and considerable anti-Semitic agitation. 
A series of farmers’ strikes in Western and Central Galicia was 
fostered in August by the Peasant Populist Party with the object of 
obtaining democratic elections. Efforts to stop delivery of farm 
products precipitated clashes with police and troops who ultimately 
crushed the strike at the cost of 41 dead and 43 wounded. In addi¬ 
tion to strikes of industrial workers, school teachers struck in 
December in protest against attempts by the Government to control 
their organization, supposedly honeycombed with Radicalism. Here, 
too, the Government triumphed, but at a further sacrifice of its 
popularity. 

The creation of a “Camp of National Unity” under Colonel 
Adam Koc, although endorsed by Marshal Rydz-Smigly, failed to 
rally the divergent groups, and rumors began to circulate toward 
the end of the year that a totalitarian coup d’etat was impending. 

Ties with Rumania were strengthened by an exchange of visits 
between President Moscicki and King Carol. Relations with Ger¬ 
many were notably cooler. The complete Nazification of the Free 
City of Danzig, together with oppressive measures taken against 
national minorities on both sides of the German-Polish boundary, 
led to mutual recrimination. On Oct. 5, however, the German and 
Polish Governments agreed on the preservation of minority rights. 

The funeral, in Prague on Sept. 14, of Thomas G. Masaryk, 
first President of Czechoslovakia, occasioned national mourning. 

The year 1937 brought the danger of a conflict between Czecho¬ 
slovakia and Germany, as the latter attempted to establish her 
political and economic influence over Czechoslovakia, as well as over 
other southeastern European states. Czechoslovakia, however, 
remained firmly democratic and has not abandoned her alliances 
with the Soviet Union and with France. As an instrument of 
pressure, Germany used the discontent of the large German minority 
m Czechoslovakia, the so-called Sudetendeutsche Partei, headed by 
Konrad Henlein. The Czech Government has, however, tried to 
remove some of the most serious grievances of the German Minority. 

The army was strengthened, nevertheless, and a line of most 
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modern fortifications created along the German border. Economic 
improvement, a stable currency and a balanced budget made the 
outlook for 1938 promising. 


Ill 

THE BALKAN STATES 

Rumania continued during 1937 her policy of vacillation between 
democracy and Fascism, while the ministry under George Tatarescu, 
leader of the National Liberal Party, followed generally the direc¬ 
tions of King Carol. The influence of Germany and Italy in 
Rumania was in the ascendancy and the activities of the leading 
Fascist group, the Iron Guard, were tolerated and even encouraged. 

In the elections at the end of December 1937, the National 
Liberal Party could not attain the 40 per cent of all votes needed 
to form the maj ority in the Parliament, although it received most of 
the votes. The second strongest group was the democratic National 
Peasant Party; the Iron Guards, under Zelea Codreanu, received 
a relatively large number of votes. The King, however, appointed 
Octavian Goga, the leader of the National Christian party, as 
Premier, although the party had not received more than 9 per cent 
of the votes cast. This party proclaims complete loyalty to the King 
and Church, a vehement anti-parliamentarism, and an extreme anti- 
Semitism. It is also strongly pro-German and pro-Italian. 

During 1937, the tension between the dictatorial government of 
Premier Milan Stoyadinovich and the Yugoslavian population grew. 
Attempts were made, by a Concordat with the Vatican, to win over 
the Catholic Croats, which aroused the hostility of members of the 
Greek Orthodox Church among the Serbs. Although the Concordat 
was passed in the Chamber of Deputies on July 23, 1937, the Gov¬ 
ernment dared not present it to the Senate for ratification. The 
Croats, under the leadership of Dr. Matchek, concluded an agree¬ 
ment with the Serbs in opposition, together representing more than 
80 per cent of the population, demanding free elections and a new 
Federal Constitution. But the Premier refused any concessions. The 
population at large favors a close alliance with France and Czecho¬ 
slovakia. The Government inclines to the Rome-Berlin “axis. 



Chapter VII 

SOVIET RUSSIA AND ASIA 

I 

UNION OF SOVIET SOCIALIST REPUBLICS 

T he execution of formerly prominent men, accused of 

treason, continued in Russia in 1937. The last of January 
brought the trial of 17, of whom 13 were reported shot on 
Feb. I, and two others were sentenced to eight or ten years in prison. 
Later in the year, the Military Councils of the Party called a Court 
Martial to try Marshal Tukhachevsky, and seven generals. 
Reported to have confessed a plot to cede the Ukraine to Germany, 
the eight commanders were shot on June 11. 

On May 22, at Tiflis, 20 men, including high officials, were 
accused of conspiring for an independent Georgian Republic and all 
were executed. Early in July, 120 “spies” for Estonia and Poland 
were executed. In September at Tiflis seven former members of 
the Georgian Soviet were executed under charges of counter¬ 
revolution. In Manchuria there were executions of adventurous 
White Russians, suspected to be trouble-makers between the Soviets 
and Japan, The Far Eastern total for the year was about 300. 
The reported executions for sabotage and treason in 1937 reached 
nearly 600, of whom at least 100 were Soviet or local officials. 

For the first election, on Dec. 12, under the new Constitution, 
Stalin got the whole people out in a big parade to show the world 
the strength of the Soviet Union. Actually, the election was rubber- 
stamp voting for the masses, absolute power for the Dictator. 

The Red Army, on a four million dollar budget, has 1,300,000 
men, supported by about 6,000,000 reserves. It is highly motorized. 

On May 18, Foreign Commissary Litvinov visited Premier Blum 
and Foreign Minister Delbos of France, confirming the Franco- 
Soviet alliance. Russians were generally reported to be active in 
support of Loyalist Spain. Resenting the Japanese aggressors in 
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China, the Russians made a five-year non-aggression pact with China 
on Aug. 29. They also sent her some munitions. 

On April 25 it was reported that the current Five-Year Plan had 
been carried through nine months early. The U. S. S. R. no longer 
imports a large amount of machinery, but now imports chiefly 
rubber, steel, and wool. Stakhanoffism became widespread in 1937, 
especially in heavy industry. The railroads surpassed their sched¬ 
ules for the first time in years. Steel output was challenging 
Germany for second place in the world. The Communists are now 
aiming to overtake the United States in industry, especially in steel, 
which is expected to reach double the present output by 1942. 

II 

JAPANE^^ INVASION OF CHINA 

In January 1937, the press and the Diet pitched upon the Hirota 
Cabinet for having signed the anti-Communist accord with 
Germany, for interference with business, and for heavy taxes. Two 
days after the Diet assembled, the Hirota Cabinet resigned. 

Emperor Hirohito then appointed to the premiership Gen. K. 
Ugaki, formerly Governor of Korea and Minister of War. Two 
days later. General Ugaki informed the Emperor that he could not 
form a Cabinet. Another retired officer, Gen. Senjuro Hayashi, 
succeeded in forming a Cabinet by Feb. 2. 

When the Diet met, the budget presented was 500,000,000 yen 
($150,000,000) above the budget of the previous year, with about 
half of it assigned to the defense forces. Fearing dissolution, the 
Diet passed the budget. The Premier took prompt advantage of 
that fact, dissolved the lower house at the end of March and set 
the election for April 30. 

The election was apathetic. The Seiyukai and the Minseito both 
called for the overthrow of the Hayashi Cabinet. The leaders of 
the parties held a meeting of protest against Hayashi’s blundering, 
and Hayashi suddenly resigned (May 29). 

Prince Fumimaro Konoye then resigned the presidency of the 
House of Lords to head the Cabinet. Since N. Sato had been too 
liberal in the Foreign Office, under Premier Hayashi, the new 
Premier returned Koki Hirota to that post. 

On July 7 there was a clash between Japanese and Chinese 
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soldiers at the Marco Polo Bridge, near Peiping. The incident 
became a matter of negotiations in which each side believed the 
“inevitable war” was at hand. The Japanese made arrogant 
demands upon China. Meanwhile, both sides rushed in reinforce¬ 
ments, and by July 25 and 26 the skirmishes near Peiping were 
becoming actual battles. 

On the eve of the war, the defense ministries had secured control 
of the national treasury. When the Diet convened (Sept. 3-8), it 
appropriated funds up to 2,000,000,000 yen for the undeclared war. 

In China the clash of Chinese troops with Japanese outside of 
Peiping, on July 7, led to long disputes in which each side tried 
to gain a little time. Japan wanted China to recognize Manchukuo 
and to let five more of her northeast provinces drift under Japanese 
control, to lower her tariffs, to share her big iron works with the 
Japanese, to suppress anti-Japanese movements and finally to permit 
the Japanese army to fight the Chinese Communists. The Chinese 
balked at these demands, and they also resented bitterly Japan’s 
bringing in large quantities of her goods in open defiance of the 
Chinese custom officers, and her promotion of the opium traffic in 
North China. 

The Japanese forces in China were greatly out-numbered by 
China’s legions; but by virtue of superior discipline, full motor 
equipment, artillery and machine guns, and a much larger budget 
per capita to put troops into quick action, the Japanese planned to 
hold their own against ten times their numbers. 

On Aug. 8, the Japanese occupied Peiping. The Japanese then 
started two columns of about 5>ooo each southward, one on the 
Tientsin-Tsinan-Pukow Railroad and one on the Peiping-Hankow 
Railroad. A third column, moving northwestward on the Peiping- 
Suiyuan Railroad, was to meet stiff resistance for several days at 
the Nankow Pass in the Chinese Wall. Early in December, this 
and a fourth column on the Peiping-Taiyuan Railroad were stopped 
by Communists and other guerrilla bands, fighting in sub-zero 
weather to which the Japanese were little accustomed. 

Meanwhile, fighting had begun at Shanghai, which was to last 
from Aug. 13 to Nov, 9. From the beginning, the Japanese bombed 
populous cities over a wide area, with scant regard by the Japanese 
for neutrals. On Aug. 26 a Japanese plane turned its machine gun on 
the car of the British Ambassador near Shanghai, and on Dec. 12 
aerial bombers sank the American gunboat, Panay, and three Stand- 
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ard Oil tankers in the Yangtse above Nanking. {See United 
States; Foreign Relations.) The Western Powers and the League 
took no action; Japanese apologies and reparations were accepted. 
From Aug. 25 to Sept. 5, Japan extended her blockade along the 
whole Chinese coast, except Hong Kong, Macao, and Kwang- 
chowan, but claimed it was not directed against peaceful trade. On 
Aug. 29, China and the Soviet Union signed a non-aggression pact. 

On Dec. loth the Japanese were forcing their way into the city 
of Nanking and by the 17th they had captured it. 

In numbers the Japanese seem to have had 150,000 men, increas¬ 
ing to 250,000, in action on the Yangtse, and perhaps 350,000 in 
various parts of North China. The Chinese may often have had 
two or three men, to one Japanese, but mutinies and political 
straddling led to disasters. Apparently the guerilla war in which 
the Chinese have had so much practice, is only beginning. China’s 
long, navigable Yangtse makes her especially vulnerable to a naval 
power, and such a populous country, devastated, makes the refugee 
problem insolvable and threatens starvation and epidemics. 

Japan had gained control of most of the large cities in the North 
by Dec. 14, when she set up in Peiping the New Provisional Gov¬ 
ernment of the Republic to rule over the five northern provinces and 
the Nanking-Shanghai area. 


Ill 

TURKEY 

Turkey was not successful in being re-elected to the Council of 
the League of Nations in 1937, although supported by the Balkan 
Entente and the Near Eastern Entente, as a leading member of 
both. During October 1937, Prime Minister Metpas of Greece 
went to Ankara to confirm the present friendship between his 
country and Turkey. The heads of the general staffs of Yugo¬ 
slavia, Greece, Rumania and Turkey discussed there the military 
affairs of the Balkan Entente, and the Foreign Minister of Iraq 
visited the city, which has become a diplomatic center. 

At the end of October Ismet Inonu, who had been Prime 
Minister of Turkey for almost fifteen years, resigned. Under him 
the Turkish army was rebuilt and modernized, and the foundations 
laid for Turkey’s new economic and social order. 



Chapter VIII 

MODERN TRENDS IN ANCIENT EMPIRES 


EGYPT—ETHIOPIA—IRAQ—PALESTINE—SYRIA 

I N ACCORDANCE with the Anglo-Egyptian treaty of Aug. 26, 
1936, at the end of 1937 Egyptian troops re-entered the Anglo- 
Egyptian Sudan which they had left in 1924. 2nd thus 
re-established formally the con-dominion in the Sudan. In April, at 
the conference in Montreux, the Capitulations, or the judicial and 
financial privileges of foreigners in Egypt, were abolished. Egypt 
was admitted in 1937 to membership in the League of Nations. 

King Farouk reached his eighteenth year during 1937, and his 
official reign was inaugurated with a great ceremony. Soon, how¬ 
ever, a conflict developed with the Cabinet, and the King dis¬ 
missed the Cabinet of Mustapha Nahas Pasha on Dec. 30, 1937. 
Mohammed Mahmud Pasha formed a new minstry without any 
member of the Wafd party, but representing the court and the 
wealthier classes. 

Ethiopia, now organized as Italian East Africa, under great 
economic difficulties, still showed during 1937 some sporadic but 
vehement resistance to Italian penetration. 

The United States legation in Addis Ababa was closed on 
April 8. In November, Mussolini took over the “Ministry for Italian 
Africa.” The Italian Viceroy, Marshal Graziani, was recalled in 
December and given the title of Marquis of Neghelli. His successor 
as Viceroy is the Duke of Aosta. 

An Ethiopian autocephalous Coptic Church was created at the 
end of the year, thus severing its ties with the Coptic Church of 
Egypt. Meanwhile the Mohammedan religion received great favors; 
mosques were built, the Arabic language was recognized as an official 
language, and Harar became a cultural Islamic center. 

The long-standing dispute between Iraq and Persia about the 
boundary line on the Shatt-el-Arab was ended by a treaty of 
friendship, which made possible the official conclusion on July 8, 
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1937, of the “Near Eastern Pact” between Turkey, Persia, 
Afghanistan and Iraq. 

The struggle of the Arabs for the independence of Palestine and 
against the danger of transformation into a Jewish land, continued 
during 1937. The Royal Commission proposed partition of Pales¬ 
tine to remedy the trouble: Palestine and Transjordania to be 
divided into two states, a smaller Jewish state in the fertile coastal 
plain and in Galilee, and a much larger Arab state in the hill 
countries and the southern and eastern deserts; Jerusalem and 
Bethlehem and a strip of land connecting them with the Mediter¬ 
ranean Sea to remain under a British Mandate. In the Arab and 
Jewish states the Mandate would be replaced by treaties with 
Great Britain, with eventual independence. 

The Zionist Congress at Zurich in August 1937 accepted the 
proposal in principle, as did the Council of the League of Nations 
and the British Parliament. The Arabs showed themselves uncom¬ 
promisingly opposed to partition, supported by Egypt and Iraq. 

Meanwhile Arab violence flared up again in Palestine, with the 
assassination of a British official in Nazareth. The Government 
resorted to radical measures of suppression and punishment, but the 
year 1937 ended without peace having been re-established. The 
Jewish immigration was limited by the Government to 12,000 a year. 

The High Commissioner, Lieutenant-General Sir Arthur G. 
Wauchope, resigned in the fall of 1937. Sir Harold MacMichael 
was named his successor. 

During 1937 little progress was made toward the independence 
of the Syrian and the Lebanese republics on the basis of the treaties 
concluded with France. The most difficult problem was the future 
of the Sanjak (district) of Alexandretta in the French mandated 
territory of Syria. It has a large Turkish population, and is stra¬ 
tegically of great importance. In the late spring of 1937 an arrange¬ 
ment was arrived at between Turkey and France, according to which 
Alexandretta would form an autonomous district and France would 
guarantee its integrity, a decision which is not satisfactory to 
Syrians. 
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Chapter I 

GENERAL WORLD CONDITIONS. 1938 

I 

WORLD PEACE 

I N THE month of September 1938, a war between Germany and 
Czechoslovakia, which might have involved other nations, was 
averted by the efforts of the British Prime Minister, Neville 
Chamberlain; but, in the opinion of many, at the sacrifice of the 
democratic Powers of Europe, of the rule of international law, and 
of the League of Nations. 

Two systems of European alliances were effected during 1938: 
the Rome-Berlin Axis, which is strengthened by an anti-Communist 
alliance with Japan; and the Entente between the two Western de¬ 
mocracies, Great Britain and France, which is loosely supported by 
public opinion in the great American democracy. There have been 
several efforts during 1938 to bridge the gulf between the two al¬ 
liances, such as the Anglo-Italian Pact of April, which went into 
effect in November; the Anglo-German Declaration of Amity of 
Sept. 30; and finally the Franco-German Pact of Dec. 2. But these 
efforts did not relax the strained relations which prevailed. Toward 
the end of the year new demands were being put forward by Italy and 

by Germany, and, as a consequence, the armament race went on at a 
faster pace. 

The solidarity between the two western European democracies, 
who wish to maintain peace at almost any price, has not been sufficient 
to block the policies of the dynamic powers of the Rome-Berlin 
Axis. These policies led, during 1938, to the disappearance of 
Austria as an independent state, to the dismemberment of Czecho- 
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Slovakia, to vociferous demands by Italy for spoliation of France, 
and generally to an atmosphere of unrest and fear. 

The League of Nations was powerless to save Austria or to pro¬ 
tect Czechoslovakia; in fact, it was not consulted in either of these 
cases. It proved as ineffective in the case of Spain and of China, 
although the Loyalist and the Chinese Governments appealed to the 
League and, through it, to world public opinion. 

This collapse of the League of Nations was emphasized at the 
meeting of the Assembly of the League in September 1938, when 
spokesmen for the Spanish and Chinese Governments asked the 
League for support in terminating the wars raging in their coun¬ 
tries. Dr. Wellington Koo, the Chinese delegate, asked the League 
explicitly to apply Article XVII of the Covenant against Japan, and 
to embargo the supply of arms and munitions to the aggressor. He 
asked in addition for measures to halt Japanese air bombings; a 
similar demand was made by the Spanish Loyalist Government in 
view of the frequent air raids of the Spanish Insurgents, which 
involved civilian populations. The Council of the League of Na¬ 
tions invited Japan to envisage measures under Article XVII for 
the settlement of her “dispute” with China. The Japanese Govern¬ 
ment declined the invitation. 

One encouraging achievement of the year was the settlement of 
the old Chaco Dispute between Bolivia and Paraguay. Protracted 
peace negotiations terminated on Oct. 10 in an arbitral award made 
in Buenos Aires by the Presidents of Argentine, Brazil, Chile, the 
United States, Peru, and Uruguay. This award added about 69,- 
000 square miles to the territory of Paraguay. 

On Dec. 9, delegates of all the American states met in Lima, Peru, 
for the Eighth International Conference of American States. As 
all Latin-American Governments were in agreement with the United 
States, as to the desirability of the conclusion of a pact of continental 
solidarity and cooperative defense of the W^estern Hemisphere, the 
Pact of Lima was signed December 24, 1938. (See United 

States; Foreign Policy.) 

There is no doubt that the overwhelming majority of the Ameri¬ 
can people agree with Secretary Hull in the peace program based on 
principles of world law and international order, enunciated by him 
in a radio address on Aug. 16. The policy of mutual trade treaties 
followed by Secretary Hull is an important contribution by the 
United States toward economic world cooperation. 
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LEAGUE OF NATIONS 

The Council met Jan. 27-Feb. 2, May 9-14, and during the nine¬ 
teenth ordinary session of the Assembly, Sept. 12-30, 1938. Mem¬ 
bership was reduced through withdrawal of Guatemala, May 30, and 
Honduras, July 10; Chile, May 13, and Venezuela’s announced 
intention to withdraw. The German Government, March 18, noti¬ 
fied the League that Austrian membership had ceased. Ethiopia 
abstained provisionally from sending representation to the Assembly. 
Forty-nine states are thus left as active members. The Assembly 
elected as non-permanent members of the Council the Dominican 
Republic, Greece, and Yugoslavia, to succeed Poland, Ecuador, and 
Rumania. 

Regarding the European crisis in September, the Soviet rep¬ 
resentative attacked the League for failing to extend collective as¬ 
sistance to Czechoslovakia, emphasizing Russia’s willingness to 
do so. The Assembly unanimously adopted a Cuban proposal wel¬ 
coming President Roosevelt’s action and associating itself with the 
same spirit. 

At the initiative of Great Britain, France, and the Soviet, the 
Council in January reaffirmed its faith in the League system of 
international cooperation, but discussed the League’s status as shown 
by its weakness toward events in Ethiopia, Spain and China, and by 
the withdrawals and hostile attitudes of various states. Great 
Britain and some smaller nations, especially Switzerland, Sweden, 
and Holland, wished to modify Article XVI (sanctions) so as to 
abolish “obligatory” for “optional” sanctions. The Council referred 
the matter to the special Committee of Twenty-eight which sat 
separately Jan. 31-Feb. 2 ; there, so many delegates unexpectedly sup¬ 
ported the present interpretation of Article XVI that the Committee 
recommended the Assembly to leave sanctions intact juridically. 
At the request of the Swiss Government, and on its assurances that 
restoration of its absolute neutrality would not interfere with the 
free working of the League on its territory, the Council in May de¬ 
clared that Switzerland would no longer be asked to apply sanctions. 

Regarding Spain, the Council in May rejected a draft resolution 
to end the present policy of non-intervention, and the Assembly in 
September was reminded by the Spanish representative that for the 
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third time Spain was appearing before it as an unaided victim of 
aggression. At the request of the President of Spain, the Assembly 
instructed the Council to set up immediately a commission of three 
(Great Britain, France, and Iran) to vouch for carrying out im¬ 
mediate and complete withdrawal of all non-Spanish combatants on 
the Government side. 

The Chinese Government appealed for justice at all meetings of 
the League. In January the Council emphasized an earlier resolu¬ 
tion (Oct. 6, 1937) that the states with special interests in China 
should consider what steps could be taken to settle the conflict 
equitably; China regarded this as inadequate. Japan refused the 
Council’s invitation to comply with obligations under Article XVII 
(for non-members). Thus thwarted, the Council decided that sanc¬ 
tions had become applicable, but that the moment was not suitable 
for collective action. It further declared Japan’s action to be a 
violation of the Kellogg Pact and the Nine-Power Treaty of 1922, 
and invited League members to support China individually and to do 
nothing that might weaken its power of resistance. At the regular 
meeting of the Mandates Commission in October the Japanese dele¬ 
gate refused to take part. On Nov. 3 Japan broke off all relations 
with technical organizations of the League, claiming that the Coun¬ 
cil’s resolution of Sept. 30, at China’s insistence, encouraged indi¬ 
vidual application of sanctions against Japan. 

Ill 

WORLD ECONOMICS 

The outstanding feature of 1938 was the financial crisis which 
accompanied the war scare of September. Security markets broke 
all over the world, and in most countries currency expansion was 
required to meet the heavy demands upon the banks. The cost of 
mobilization and the speeding up of armaments, which followed al¬ 
most everywhere, deranged government finances. 

Otherwise, the year might well have shown a considerable re¬ 
vival. In the United States, the recession spent itself in the spring. 
In the summer, the security markets revived, and new capital issues 
were in substantial volume. Production and trade increased with 

remarkable rapidity in the fall. ^ . 

The war scare manifested itself in foreign financial circles in an 
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attempt to move funds into forms which would be safe. Imports 
of gold into the United States, which had been nearly negligible at 
the beginning of the year, expanded after the German annexation of 
Austria. In March there were imports of $53,000,000 net, and this 
level was maintained until August. In the nine weeks from August 
5 to October 6, $787,000,000 came to this country. Three quarters 
of this gold, or £127,000,000, came from or through London, most 
of it from the Exchange Equalization Account. 

A crisis of such severity must inevitably have a paralyzing effect 
on the trade of the countries involved. In Great Britain the first 
half of the year had been one of mild recession. During the early 
summer, conditions improved. Prices of securities rose. Unem¬ 
ployment decreased. During September, the war crisis put an end to 
all possibility of improvement. Recovery from the crisis, though 
rapid in the money markets, was slower in the security markets. 
After the initial rebound, security prices drifted slowly downward 
for the rest of the year. Production declined—the index for the 
September quarter was only 108. In the late fall, vigorous measures 
were taken to meet the German competition in foreign trade. The 
Government voted credits to be used in the financing, under ad¬ 
vantageous circumstances, of foreign buyers of British goods. 
The American reciprocal Trade Treaty was another measure de¬ 
signed to help trade. The increased expenditures on armaments, 
which nearly doubled the previous amounts, were sufficient to pro¬ 
vide some stimulus to the industries concerned. But financial con¬ 
ditions at the end of the year were unsatisfactory. Although the 
foreign exchange value of the pound recovered after the crisis, it 
proceeded to fall again. At the end of 1938 it stood at $4.62. 

In Italy, the level of production in 1938 was below that of 1937 
and moved slowly downward. Wholesale prices moved within nar¬ 
row limits. Gold reserves have not been reported since March, when 
they were $210,000,000, as they were at the end of 1937. The im¬ 
port and export trade revived a little after midsummer. 

In France, following the Czechoslovak crisis, conditions became 
steadily worse. The exchange value of the franc declined to 2.666 
cents, and capital left the country. Interest rates remained the 
highest in Europe. The lack of capital was serious, and because of 
the forty-hour week, made necessary by the social decrees, the level 
of productive activity was too low to provide an adequate standard 
of living. Another crisis ensued in November. The Government 
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issued a new set of decrees together with a report on economic con¬ 
ditions explaining their necessity. 

The Government agreed not to let the franc depreciate from the 
level it established, not to increase taxes on capital or its income 
directly, and to abstain from inflation. To provide more labor, 
the forty-hour week could be abrogated upon application to the 
Ministry of Labor, though the premiums for over-time work were 
to remain. The Government paid for the expenses of mobilization 
by revaluing the gold reserve of the Bank of France at the current 
value of the franc. 

Conditions in Germany were difficult to appraise. Germany ap¬ 
peared a very prosperous country. Production was certainly in¬ 
creasing, and there was no unemployment. Yet in many ways the 
condition of Germany was unsatisfactory, although official indexes 
give little clue to these troubles. The rise in total production was 
occasioned mainly by the increase in “investment” goods, of which 
goods for national defense are a category. The index for these 
goods rose from 113 in January to 142 in August. Prices, like 
everything else, are regulated in Germany, and the indexes are based 
on the official prices, but no record of the true prices is possible. 

In spite of the acquisition of Austria and a large part of Czecho¬ 
slovakia, Germany still needs money to carry on an extensive foreign 
trade. This year her trade has declined. In the hope of enlarging 
its supplies, Germany introduced a variety of new measures to 
stimulate her exports. In Latin America, for instance, Germany 
allows her exporters to be paid with Aski marks. These marks are 
sold only by the Government. The rate charged varies from trans¬ 
action to transaction, depending upon the exigencies of the situation. 
As a result, it is possible for the German Government to make the 
prices of goods in each transaction just low enough for them to 
obtain the trade, but no lower. In paying for imports, Germany 
uses reichsmarks at the full rate. Thus she has the stimulus which 
comes from cheap marks when selling and yet maintains the full 

value of her currency when buying. 

In spite of all this German exports were lower-at the end of the 

year than at its beginning. The resultant shortage of goods and the 
pressure for foreign credits is generally considered to have been one 
reason for the attempt to extort large sums from the Jews following 

the persecutions in November. 

In Japan the outstanding factor of disturbed economic conditions 
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is, of course, the cost of the war. Of the total expenditures for this 
last year, 8i per cent have been for war purposes ; 5,800,000,000 yen 
are to be raised by borrowing. Such borrowing inevitably leads to a 
strain on the banking system and eventually to inflation, of which 
signs are abundant. An index for the production of consumer goods 
on a 1930 base indicates that production of such goods fell from an 
average of 155 for 1937 to 137 for June 1938, while the index for 
investment goods (including war materials) rose from 262 to 299. 
With productive activity actually deflected in this manner, prices rose 
in spite of numerous Government restrictions. The cost of living 
has naturally increased. Since earnings have lagged in the rise, the 
real income of the people of Japan has declined considerably. 

Not only did domestic production diminish, but so also did foreign 
trade. In the first half year, imports were reduced by 3.4 per cent 
and exports by 20 per cent. The gold supply of Japan has also 
dwindled. Imports into the United States from Japan amounted to 
some $140,000,000 during the first eight months of this year. At 
the end of July, the Bank of Japan allocated $100,000,000 from its 
reserves for the use of the revolving foreign exchange account. 
This left the Bank of Japan with only $163,000,000. As a result 
of the use of the gold reserves, the yen has not depreciated seriously. 
In the last year, it has dropped only from 29.2 to 27.5 cents. 

South America has been seriously affected by a decline in agri¬ 
cultural prices. Since these products form the bulk of their pro¬ 
duction and exports, the effect has been very depressing. In mid- 
November, the Argentine Government resorted to further price- 
fixing for wheat and for linseed. To raise money to defray the 

expenses of the scheme, the Government has been raising funds by 
exchange operations. 

In Chile, the production of copper has been running 20 per cent 
below the level of 1937. Imports amounted to 37,000,000 pesos in 
September 193^) compared with 38,000,000 pesos in September 1937, 
while exports declined from 71,000,000 pesos to 56,000,000 pesos. 
In Brazil, exports of coffee have increased. For August, they were 
95,000 metric tons, compared with an average of 73,000 metric tons 
in 1937* 2 ut the price has declined by 40 per cent during the course 
of the year, leaving a heavy adverse balance of trade. 

The situation in Mexico has been complicated by disputes with 
the United States and Great Britain with regard to the seizure of 
the property of foreign oil companies. A related question, that of 
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expropriated farm lands, which had been pending for many years, 
was solved during 1938. In this case, the Mexican Government is 
agreeing to compensate the former owners. The foreign oil com¬ 
panies hope for a similar settlement with regard to their property. 

Meantime, conditions in Mexico have been unfavorable. Pro¬ 
duction of petroleum averaged 438,000 metric tons during the first 
half-year, compared with 578,000 in 1937. In February 1938, it 
was 600,000 tons. In March, following the confiscation, it was 
134,000 metric tons. Since petroleum is a principal export com¬ 
modity, foreign trade declined similarly. Exports averaged 70,- 
000,000 pesos during the first six months of this year, compared 
with 74,000,000 in 1937; imports averaged 39,000,000 pesos, com¬ 
pared with 51,000,000 pesos. 

In Canada, business declined during the early months of the year 
and improved substantially during the fall. The index of industrial 
production (1926 = 100), for instance, stood at 125 at the end of 
1937, declined to 107 in February, and then rose to 121 in Sep¬ 
tember 1938. Manufacturing production recovered less than the 
general index, with an average of 114 for September, compared with 
123 last year. The export trade was even better than a year ago, for 
it amounted to $108,000,000, compared with $95,000,000 for 1937. 
Wheat production nearly doubled this year, and exports were un¬ 
usually high. Imports on the other hand declined from $70,000,000 

to $56,000,000. 



Chapter II 

THE UNITED STATES. 1938 


I 

ECONOMIC OUTLOOK 

T he economic situation in January 1938, resulting from the 

recession which had set in in the fall of 1937, made it evi¬ 
dent that both the Administration and Congress would at¬ 
tempt again to turn the economic tide. The President’s proposals in¬ 
cluded a continuation of relief, expenditures for public works and 
an expansion of credit. To expand credit he suggested that the 
Federal Reserve Board reduce its reserve requirements for member 
banks by $750,000,000, a move which would increase excess re¬ 
serves from $1,700,000,000 to some $2,400,000,000 and support a 
credit expansion of around $15,000,000,000. He also announced a 
reversal of the Treasury’s gold sterilization policy which would 
release $1,400,000,000 for further credit facilities. 

The President also suggested two minor methods of adding to the 
national income from taxation—elimination of tax-exempt govern¬ 
ment bonds and the subjection of public salaries to income taxation. 

In the Revenue Act of Congress modified the undistributed 
profits and capital gains taxes. 

Many evidences during the last half of the year 1938 pointed to a 
sound and continuous recovery. Industrial employment, which fell 
almost 14 per cent during the first half of 1938, rose ii per cent 
thereafter. Except for 1936, monthly steel production reached in 
November the highest record for the month since 1929. Building 
construction awards were the largest of any November since 1929. 
Except for 1936, the weekly railway loadings at the year’s end were 
the largest of any corresponding period since 1930. 

Despite the fact that the public debt exceeded $38,000,000,000 
at the end of the year, in comparison with $36,715,387,000 at the end 
^ 937 ) financial situation of the nation seemed reasonably 

9 
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sound. Federal revenue in the fiscal year 1938 was $6,241,061,226, 
the largest on record except for $6,694,565,389 in the fiscal year 
1920. Federal expenditure in the fiscal year 1938 was $7,766,374,- 
277, some $338,784,033 below 1937 but expenditure for the second 
half of the calendar year 1938 was about $4,500,000,000, a high mark 
for any corresponding period since 1918. Gold in the Treasury 
reached $14,500,000,000 as against $12,760,150,000 at the end of 
1937. In December the reserve in member banks in excess of legal 
requirements reached $3,480,000,000, an all-time record. 

American agriculture during 1938 was characterized by bumper 
crops which tended to lower prices, and decrease the income of 
farmers. The yield of wheat was the third largest on record, leav¬ 
ing at the end of the year a probable world surplus of 1,165,000,000 
bushels, the second largest on record and pushing down the year- 
end wheat prices 23 cents a bushel below the price at the end of 1937. 
In similar manner the price of rye was down 25 cents, and corn 
9 cents. The cotton situation for the farmers was even more 
serious. Carryover in the United States for the season 1937-38 was 
11,025 bales in comparison with 3i9b8 for the season i93b-37- 

Pump-priming through PWA commenced with vigor late in 
June. On August 13, PWA announced that it had approved $1,009,- 
000,000 worth of non-Federal contracts within less than 40 days. 
By Deceml^er 10, according to Mr. Ickes, 4,000 PWA projects were 
under construction. In the meantime, on June 18, the WPA, on an 
order from President Roosevelt, increased wages in thirteen southern 
states and on June 24 added 200,000 jobs in the South. On Sep¬ 
tember 8, WPA reported a new peak of 3.063,903 on the rolls, while 
the Social Security Board disclosed a record relief outlay of $258,- 
478,000 for July. 

In December the retirement of David C. Roper from the Depart¬ 
ment of Commerce brought the appointment of WPA Administrator 
Harry L. Hopkins as Secretary of Commerce. 

II 

SEVENTY-FIFTH CONGRESS AND SUPREME COURT 

The most important piece of farm legislation of the third session 
of the Seventy-fifth Congress was the Farms Agricultural Adjust¬ 
ment Act (approved February 16). Like the previous farm legisla- 
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tion of the New Deal, it aims to restore agricultural prices to a level 
that will give agricultural commodities a purchasing power equivalent 
to that prevailing during the base period 1909-1914. In addition, it 
aims to establish an “ever-normal granary.” 

This program the Act attempts to carry out in five important 
ways: (i) soil conservation is maintained as a part of a permanent 
policy; (2) national acreage allotments are established for each 
crop and payments are made to encourage farmers to produce up to 
the allotments; (3) commodity loans are to be granted in order to 
encourage the storage of surpluses; (4) marketing quotas are pro¬ 
vided for; (5) crop insurance for wheat is established, beginning 
with the 1939 crop, the accumulation of wheat paid in by farmers as 
insurance premiums contributing to the maintenance of the “ever- 
normal granary” in that commodity. 

The Agricultural Appropriations Act (approved in June) carried 
$745,790,279 in direct appropriations for the Department of Agri¬ 
culture and for the Farm Credit Administration for the fiscal year 
ending June 30, 1939. This included the large appropriation of 
$500,000,000 to make effective the AAA Act of 193k 

One of the most important pieces of legislation passed in 1938 
was the Fair Labor Standards Act (approved June 25), better known 
as the Wages and Hours Act. The Act provides that every em¬ 
ployer shall pay to each of his employees who is engaged in commerce 
or the production of goods for commerce: (i) during the first year 
not less than 25 cents an hour; (2) during the next six years not 
less than 30 cents an hour, and (3) after the expiration of seven 
years not less than 40 cents an hour, or the rate (not less than 30 
cents an hour) prescribed by the administrator. 

With regard to maximum working hours the limit is placed at 
44 hours for the first year, 42 for the second, and 40 hours there¬ 
after. Exceptions to the 40'hour week rule are made for an em¬ 
ployer paying not less than time and a half, and for seasonal in¬ 
dustries with a limit of not more than 14 weeks, and a limit of 12 
hours a day and 56 hours a week. 

The Revenue Act of igj8 became law at midnight. May 29, with¬ 
out presidential signature. The excess profits taxes of the Revenue 
Act of 1936, which had ranged from 7 to 27 per cent, were abolished 
and in their place were substituted a flat 16^/2 per cent on corporate 
profits, plus 2y2 per cent surtax on those undistributed, but with 
exceptions for corporations with an income of less than $25,000. 
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The Act narrows the definition of capital assets and groups capital 
gains and losses for individuals into two classes—^those arising 
from sale or exchange of short term assets (i8 months or less), 
and those arising from assets held more than i8 months. The rates 
might go as high as 79 per cent for assets held less than 18 months 
and were cut to 20 per cent on assets held from 18 months to two 
years and 15 per cent on those held more than two years. 

The Act permits the Commissioner of Internal Revenue to extend 
the time of payment of the estate tax from the present 8 years to a 
maximum of 10 years in case of undue hardship. As for excise 
taxes the following were repealed effective June 30, 1938: those on 
(i) tooth and mouth washes, dentifrices, tooth pastes and toilet 
soaps; (2) furs; (3) phonograph records; (4) sporting goods; (5) 
cameras and lenses; (6) chewing gum; (7) brewers’ wort and 
malt syrup; (8) petroleum and the refining of petroleum, imposed 
by the Revenue Act of 1934; (9) matches (except certain types). 
Beginning July i, 1938, the tax on distilled spirits, except brandy, 
is increased from $2 to $2.25 per wine gallon. 

The first important budgetary legislation of the session was the 
Taylor Relief Deficiency Act (approved March 2) which appro¬ 
priated $250,000,000 to continue relief, and work relief authorized 
by the Emergency Relief Appropriation Act of 1937- This was 
followed almost immediately by the First Deficiency Appropriation 
Act (approved March 5) which appropriated $28,089,037.97 to 

provide supplemental appropriations. 

One of the largest appropriation measures of the session was the 

Independent Offices Appropriation Act (approved May 23). 
Among the larger appropriations included in this Act were $77r 
457>75® Civil Service Commission; $226,3311000 for the 

Civilian Conservation Corps; $120,465,000 for the Railroad Re¬ 
tirement Board; $329,300,000 for the Social Security Board and 
$547,917,500 for the Veterans Administration. The TVA received 
$40,000,000 and the Rural Electrification Administration $41,- 

702,000. 

Congress during the last days of the session passed the Work 
Relief and Public Works Appropriation Act which carried a total 
of $2,915,605,000 in new money, plus reappropriations and authoriza¬ 
tions of about $835,000,000 for relief, and work relief. 

The Lea-McCarran Civil Air Authority (approved June 23) pro¬ 
vided for the creation of a Civil Aeronautics Authority of five 
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members appointed for six-year terms, and vested with almost 
complete administrative power over civil aviation. 

A report compiled by the Department of Justice showed that of 
114 cases argued and decided by the Supreme Court in 1937-38, the 
Government won 92 and lost only 22. 

On January 15 Associate Justice George Sutherland announced 
his resignation effective on January 18. For the vacancy the Presi¬ 
dent nominated, on January 15, Solicitor General Stanley Reed of 
Kentucky. He was succeeded as Solicitor General by Assistant 
Attorney General Robert H. Jackson of New York. The latter’s 
position was filled by Thurman G. Arnold, of the Yale University 
Law School. Another vacancy on the Supreme Court was oc¬ 
casioned in July, by the death of Associate Justice Cardozo. 

When WPA granted funds to four Alabama communities to 
establish utility plants, the constitutionality of the procedure was 
attacked by the Alabama Power Company and by the Duke Power 
Company. Denied injunctions in the lower court, the cases came 
before the Supreme Court. In a unanimous decision delivered on 
January 3, the Court upheld, in the Alabama Power Company case, 
the right of the Government to grant funds for such purpose and 
announced that it would dispose of the Duke case on similar grounds. 

Another decision handed down may have important influence on 
the whole question of utility rates. Since 1898, the Supreme Court 
has upheld the point of view that rates should be determined on 
valuations based on “reproduction costs.” The case at issue con¬ 
cerned an order of the California Railroad Commission in 1933 
ordering the Pacific Gas and Electric Company to reduce its rates. 
Contending that the Commission had not properly considered “re¬ 
production costs, the company obtained an injunction from a 
Federal Court enjoining enforcement of the order. When the in¬ 
junction was appealed to the Supreme Court, that body in 1937 
upheld the injunction by a 4 to 4 decision. Justice Sutherland not 
voting. As the complexion of the Court changed, that body voted 
to review its decision. In the new decision the Court by a vote of 6 
to 2 ignored the issue of reproduction costs, asserting that “the main 

issue m this litigation is whether the rates as fixed by the com¬ 
mission’s order are confiscatory.” 

Few decisions in a minor Federal Court have attracted as much 
interest as that handed down by a three-judge Federal Court (Cir¬ 
cuit Judge Florence Allen, and District Judges John J. Gore and 
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John D. Martin) on January 21 at Chattanooga, Tennessee. In an 
effort to halt the operation of the TVA, eighteen utility companies 
challenged the constitutionality of the enabling act on various 
grounds, including the assertion that the TVA’s low rates would 
destroy their property without just compensation. In upholding the 
Act the Court concluded, “These complainants have no immunity 
from lawful competition, even if their business be curtailed or 
destroyed” . . . On April 18 the complainants filed an appeal with 
the Supreme Court, but the appeal came too late for any decision on 
this important case during the spring session. 

f 

III 

POLITICAL SITUATION 

It was widely felt that the fall elections would be a test of New 
Deal popularity. Most close followers of American politics were 
agreed that a House increase of 40 or 50 Republican members and a 
Senate increase of 2 or 3 could hardly be considered significant. 
Any substantial increase beyond these figures meant a Democratic 
setback. 

That such a setback was suffered, there can be no doubt. In 
brief, the Republicans gained 81 seats in the House, 8 in the Senate, 
and 15 state governorships—Colorado, Connecticut, Idaho, Iowa, 
Kansas, Massachusetts, Michigan, Minnesota, Ohio, Oregon, Penn¬ 
sylvania, Rhode Island, South Dakota, Wisconsin, and Wyoming. 
The Democrats took California and Maryland from the Republicans 
and North Dakota from Independent rule. 

Prior to the election the Senate was composed of 77 Democrats, 
15 Republicans, 2 Farmer-Laborites, i Progressive and i Inde¬ 
pendent; the new Senate will contain 69 Democrats, 23 Republicans, 
2 Farmer-Laborites, i Progressive and i Independent. Formerly 
the House of Representatives contained 334 Democrats, 89 Republi¬ 
cans, 5 Farmer-Laborites and 7 Progressives; the new House will 
number 262 Democrats, 170 Republicans, i Farmer-Laborite and 
2 Progressives. 

Although Senator Downey was elected in California, the citizens 
of that state defeated by 100,000 majority his “$30 every Thursday” 
pension scheme. Oregon also turned down a “citizens’ retirement 
annuity plan,” but North Dakota approved pensions of $40 a month. 
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IV 

♦ 

FOREIGN POLICY 

Notable advance was made during 1938 in furthering the trade 
agreement policy of Secretary of State Hull, by the signing of pacts 
with Ecuador, Czechoslovakia and Great Britain, and by a renewal 
of the Canadian treaty. The signing of the Anglo-American Trade 
Agreement, Nov. 17, brought the number of treaties to nineteen. 

Undoubtedly the most important achievements of the entire Hull 
program were the renewal of the Canadian Trade Agreement and the 
signing of such a treaty with the United Kingdom of Great Britain 
and Northern Ireland, Newfoundland, and the British Colonial 
Empire. British concessions covered American trade approximating 
$200,000,000 in 1936, while American imports from Great Britain 
upon which we had made concessions amounted in 1937 to about 
$141,500,000. 

Under the new Canadian agreement the benefits enjoyed by both 
countries under the 1936 treaty are considerably enlarged. Estimates 
show that Canada lowered duties on American products imported 
in 1937 to the value of $241,000,000, while American concessions 
covered products, the trade in which in 1937 totaled $121,000,000. 

The Eighth International Conference of American states which 
met in Lima, Peru, on December 9-27, approved some no declara¬ 
tions, recommendations or resolutions. Most important of all, was 
the Declaration of Lima, which reaffirmed the loyalty of the Ameri¬ 
can nations to their own republican institutions, proclaimed “their 
common concern” in the presence of new dangers, and pledged, in 
the event that the peace or security or territorial integrity of any of 
them is threatened, “to make effective their solidarity by means of 
the procedure of consultation.” 

Except for the difficulties with Mexico over the expropriation of 
American oil properties {see Mexico), relations with Latin Amer¬ 
ica during 1938 remained satisfactory. Progress was made with 
respect to agrarian expropriation by Mexico. In an exchange of 
notes made public on November 12, it was made known that the 
two nations had reached an accord whereby Mexico.agreed to pay 
the United States $1,000,000 in May 1939, and at least as much 
each year until the obligation is discharged. 

Relations between the United States and Japan continued difficult. 
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Early in the year the question of naval armaments became acute. 
On February 5 this country joined with Great Britain and France 
in serving notice on Japan that the three Powers would scrap exist¬ 
ing limitations on battleship and cruiser building unless Japan by 
February 20 agreed to abide by the quantitative limits of the London 
Naval Treaty of 1936. In her reply on February 12 Japan refused 
to reveal any plans. On March 31 Great Britain, France and the 
United States formally announced their intention to abandon the 
quantitative restrictions of the London Treaty. The issue of the 
open-door policy became acute when foreign vessels were debarred 
from the Yangtze River. France, Great Britain and the United 
States protested on November 7. Japan insisted that because of 
military operations and guerilla attacks “the time has not yet ar¬ 
rived to warrant a general opening” of the river to foreign shipping. 

On December 7 the United States government recalled Minister 
Nelson T. Johnson from Tokyo to consult with him about the Chi¬ 
nese situation. Later in the month it announced an extension of 
$25,000,000 credit to the Chinese government. 

With regard to the operations of the Neutrality Acts in the Span¬ 
ish Civil War, the Administration took no action, the President 
intimating on April 22 that a change in American policy would alter 
completely our impartiality toward armed conflict anywhere. 

Relations with Germany remained unsatisfactory throughout the 
year. The resignation in December 1937 of Ambassador William 
E. Dodd, unsympathetic with the Nazi regime, brought the appoint¬ 
ment in his place (January 7) of’Assistant Secretary of State Hugh 
R. Wilson. The latter was instructed on November 14 to return 
to Washington for “consultation and report,” and was not sent back. 
Germany replied by calling back her Ambassador to inform the 
Foreign Minister “in detail regarding public sentiment in the United 
States.” 

As early as March 24 this country sent to 29 nations appeals for a 
cooperative effort to aid political refugees in leaving Austria and 
Germany. Later, President Roosevelt instructed Secretary of Labor 
Perkins to extend the visitors’ permits of political refugees from 
Germany for a period of six months and for other like periods as 
long as necessary. On December 15 a sharp note to Berlin de¬ 
manded that our citizens should not be subjected to anti-Jewish de¬ 
crees. 

In the Czech crisis President Roosevelt made a personal appeal 
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early on September 26 to both Chancellor Hitler and President Benes 
to settle the controversy by negotiations. At the height of the crisis 
on Tuesday, September 27, the President transmitted a “personal 

and confidential appeal” to Mussolini in behalf of peace. 

On January 28, in a special message to Congress, President 
Roosevelt called for a 20 per cent increase in naval authorizations for 
new buildings and replacements, and for the laying down this year of 
two additional battleships and two more cruisers,—the program to 
cost about $800,000,000. After this message increase in armaments 
became a major policy of the Administration. 

The regular Naval Appropriation Act (approved April 26, 1938) 
appropriated $546,866,494 for the fiscal year ending June 30, 1939. 
Of this amount $117,363,150 was for construction of vessels pre¬ 
viously authorized and for the commencement of two battleships, 
two cruisers, eight destroyers and six submarines authorized by the 
Act of March 27, 1934; for other vessels authorized by the Act of 
July 30, 1937, and also $20,700,000 for armor, armament and am¬ 
munition for these vessels. 

On May 17 the President approved the Vinson Naval Expansion 
Act. It provides that in addition to the tonnage agreed upon in early 
treaties the President may at his discretion authorize the building of 
underage tonnage of capital ships up to 660,000 tons, of aircraft 
carriers up to 175,000 tons, of cruisers to 412,524 tons, of destroyers 
to 228,000 tons and of submarines to 81,956 tons. The President is 
also authorized to acquire or construct additional naval airplanes, so 
as to bring our total to no fewer than 3,000. 

At the end of the session Congress passed the Military Appropria¬ 
tion Act. This called for appropriations of $459,401,254; a com¬ 
missioned personnel of 12,574, andabody of enlistedmen of 168,436. 

The report of the Joint Preparatory Commission on Philippine 
Affairs, made public on Nov. 28, 1937, received the written endorse¬ 
ment of President Roosevelt. President Quezon early in 1938 gave 
tacit assent to the suggestion of High Commissioner Paul McNutt 
that the economic clauses of the Independence Act be re-examined. 
The report does not suggest any change in the date of complete in¬ 
dependence (1946). The principal recommendations would termi¬ 
nate the preferential trade relationship between the United States 

and the Islands gradually over a series of years ending i960, instead 
of abruptly in 1946. 





Chapter III 

LATIN AMERICAN COUNTRIES. 1938 

I 

OIL EXPROPRIATION IN MEXICO 

T he struggle to rid Mexico of foreign capital exploitation 

and to recover the country’s land and petroleum resources 
culminated in the oil expropriation decree of March 18, 1938 
and the subsequent diplomatic exchanges with the United States over 
what Secretary Hull termed the “unadulterated confiscation” of 
American land holdings. Diplomatic relations between Mexico and 
Great Britain were suspended in May, following an exchange of 
notes, in which Great Britain demanded restoration of the prop¬ 
erties of El Aguila, producer of about 60 per cent of Mexico’s cur¬ 
rent oil output, and characterized the expropriation as “essentially 
arbitrary in character.” The Netherlands, in October, after a series 
of notes on the oil seizures, demanded either prompt and effective 
compensation for the Royal Dutch-Shell properties or their return. 

Prosecution of the agrarian reform program, fundamental to 
Mexico’s social revolution and involving extensive seizure of Amer¬ 
ican-owned properties, led to a series of diplomatic notes, beginning 
in March. Matters remained deadlocked until November, when an 
exchange of notes was made public, which marked the settlement of 
the agrarian controversy. Under the terms of this agreement, 
Mexico will pay the United States $1,000,000 in May I939> 
least as much each year until the obligation is discharged. 

From 60 to 75 per cent of Mexico’s entire foreign trade is with 
the United States. In 1937 the net export of Mexican gold and 
silver to the United States totalled $38,500,000 and $30,200,000 
respectively. Silver is the basis of Mexico’s prosperity, and the 
United States is the sole purchaser of Mexican silver. Thus, when 
the United States Treasury discontinued its silver purchase agree¬ 
ment of December 1937, directly following the oil expropriation de- 
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cree, the world silver price dropped and the Mexican peso collapsed 
from 3.60 to the dollar, at which it had been pegged since 1934, to as 
low as 5.50, or about 22 per cent of its 1929 value. 

Foreign exchange has been adversely affected, and the Treasury 
is suffering severe losses from the taxes on the oil companies, until 
now the third largest source of revenue. The crop failure in the 
autumn of 1937, and large expenditures on the public works pro¬ 
gram and agrarian reforms had already created crisis conditions. 

Church-State relations have improved considerably since Arch¬ 
bishop Luis M. Martinez, a close friend of President Cardenas, was 
made head of the Mexican Church a year ago. In Chihuahua and 
Campeche there have been great gains, and an oppressive situation 
still prevails only in Tabasco and Chiapas. 

II 

CENTRAL AMERICAN REPUBLICS 

The peace pact signed by Nicaragua and Honduras on Dec. 10, 
1937 ended the immediate threat of war over an old boundary dis¬ 
pute, but permanent settlement of the controversy, which has been 
the subject of mediation by a commission representing Costa Rica, 
Panama and the United States, has been further postponed. 

A widespread revolt in northern Guatemala against the govern¬ 
ment of General Jorge Ubico was reported in January. The Fascist 
tendency of the Ubico regime was demonstrated by his early recog¬ 
nition of the Franco government in Spain. 

Since coffee and bananas represent approximately 90 per cent of 
Guatemala s export trade, the lowering of coffee prices by Brazil’s 
cancellation of its coffee valorization program and severe wind¬ 
storm damage reduced the high levels of 1937. 

A law passed Jan. 25, 1938, forbids the dissemination in Nica¬ 
ragua of foreign political philosophy, under penalty of deportation. 
The new Brazilian coffee policy affected the coffee industry so se¬ 
verely that a new law regulating foreign exchange transactions was 
enacted late in December, 1937. Although the reciprocal trade 
agreement with the United States continued in effect, the barter 
system has more than doubled German sales in Nicaragua in the last 
three years and imports from Japan have increased 500 per cent. A 
commercial pact with France, approved May 19, guarantees a coffee 
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quota for Nicaragua and reduces tariffs on French wines and liquors. 

The treaty between Panama and the United States signed in 1936 
still awaits ratification by the United States Senate. This has de¬ 
layed payment of Canal annuities, now amounting to $2,150,000, 
which, in turn, is responsible for Panama’s continued default on its 
foreign debt of $17,837,696. 


Ill 

SOUTH AMERICAN COUNTRIES 

The inauguration of Dr. Roberto Ortiz as President of Argentina 
on Feb. 20, ushered in a civilian regime after seven years of military 
presidencies, but the new President has not substantially changed the 
policies of General Justo. Harmonious relations have been estab¬ 
lished during the year between the ABC powers. Negotiations are 
in progress between Argentina and Chile for settlement of outstand¬ 
ing problems in the Straits of Magellan area. 

In September Argentina and Bolivia ratified a treaty establishing 
the boundary between them. In accordance with a recent commercial 
treaty between Chile and Bolivia, providing mutual facilities to in¬ 
crease trade between them, the Bolivian government has decided 
to establish its own custom officers at Arica, as well as a branch of 
the Bolivian central bank. 

The outstanding measures of the Vargas government in Brazil 
have been suspension of payments on the foreign debt; the abandon¬ 
ment of the coffee valorization scheme; the reorganization of the 
government service in the interests of economy; and the undertaking 
of a large armament program. In February President Vargas is¬ 
sued an appeal for Brazilian capital to finance the extensive program 
of national development. A minimum wage decree was signed May i, 
regional commissions being created at the same time to investigate 
living standards and costs and to recommend minimum wages for all 
workers. Immigration restrictions were relaxed in May, when a 
new immigration law was issued, favoring agricultural workers. 

Germany continues to be Brazil’s best cash customer, taking one- 
third of all of its exports and almost three-fifths of its coffee. On 
June 12 Brazil declared a trade war on Germany when it refused 
to accept more compensation marks, thus suspending German pur¬ 
chases. The Reich, unable to pay cash, cut off its imports, and so 
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forced Brazil’s hand that on July 22 the purchase of Aski marks was 
resumed, except for cotton. 

Chile’s presidential election of Oct. 25 had unusual significance. 
The principal candidates were Gustavo Ross^ Minister of Finance, 
representing the Rightists, and Pedro Aguirre Cerda, a prominent 
Radical and leader of the Popular Front, a coalition of left-wing 
groups. Sr. Aguirre Cerda won the election and after a bitter con¬ 
test was formally inaugurated as president on Dec. 24. 

North American investors in Chile have a stake of about $750,- 
000,000, second in size only in Latin America to the investment of 
United States citizens in Cuba. This sum is principally invested in 
copper and nitrates. On Jan. 6 a provisional trade pact with the 
United States was concluded, and in May negotiations were renewed 
for a new commercial treaty with Great Britain, of the most-favored- 
nation type, to replace the modus vivendi which expired June 30. 
But here, as elsewhere in Latin America, Germany has found a 
profitable area of trade expansion. 

Ecuador’s century-old border dispute with Peru, the last major 
boundary controversy in Latin America and the only real threat to 
peace in the Americas, became critical in June over an unimportant 
frontier incident. Negotiations in Washington, which have been go¬ 
ing on since September 1936, reached an impasse in October. 

A reciprocal trade agreement between the United States and 
Ecuador was signed Aug. 6, and became effective on Oct. 23. This 
is the eighteenth such trade pact to be signed under the Hull program 
and the tenth with a Latin-American country. During the year a 
barter treaty was signed with the Reich. 

The final settlement of the Chaco controversy, by the arbitral 
award made Oct. 10 fixing the boundaries between Paraguay and 
Bolivia, was hailed by Secretary Hull as an “outstanding triumph for 

the spirit of peace, and the principles of order based on law, over 
the doctrine of force and aggression.” 

The treaty, and the subsequent arbitral award, grant Paraguay 
more than three-quarters of the entire Chaco, and add 69,000 sq. mi., 
to its territory. Bolivia, on the other hand, gets access to the Atlantic 
Ocean by the guarantee of free transit through Paraguayan ter¬ 
ritory for Bolivian exports and imports and by the use of a free 
port at Puerto Casado, Paraguay’s second port. 

The Eighth Pan-American Conference held its sessions in Lima, 
Peru on Dec. 9-27,1938. The three main objectives set by Secretary 
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Hull were: (i) an affirmation of American solidarity; (2) the per¬ 
fection of consultative machinery already provided for; (3) an 
economic program designed to increase world trade. For the Pact 
of Lima, see United States ; Foreign Policy. 

Rapid progress in the development of the Venezuelan oil fields 
has made Venezuela the second oil-producing country in the world, 
and enabled the Lopez administration to keep the budget balanced 
and finance an increased social program. Venezuela withdrew from 
the League of Nations on July 12, the ninth Latin American state 
to do so. 


IV 

CUBA, HAITI AND DOMINICAN REPUBLIC 

In the Cuban Congressional elections held March 5 the 81 members 
elected were all supporters of Colonel Batista, Chief of Staff of the 
Army and Cuba’s virtual dictator. The entire Cabinet resigned in 
August as a reorganization and efficiency measure, so as to make 
possible the appointment of a non-political Cabinet. 

Economic conditions in the island were unfavorable in 1938, with 
revenues reduced, unemployment and living costs high and wages 
low, due primarily to the downward trend of sugar. As a result. 
Colonel Batista in May announced the suspension of his “three- 
year plan,’’ ostensibly pending the election of a Constitutional As¬ 
sembly. 

An additional protocol to the Cuban-Italian commercial pact of 
1903 was signed Aug. 29, 1938, granting Italy most-favored-nation 
treatment, with the exception of the United States. A proposed 
commercial treaty with Mexico was rejected by the Cabinet May 3I1 
following protests from commercial and industrial interests that it 
would be prejudicial to the Cuban-Chilean treaty of a year ago. 

In an uncontested election in May, Dr. Jacinto B. Peynado, the 
personal candidate of his predecessor, Rafael Trujillo, was chosen 
President of the Dominican Republic. On February 28 the initial 
payment ($250,000) of indemnities, to total $750,000, was re¬ 
ceived by Haiti from the Dominican Republic as compensation for 
the killing of Haitians in October 1937. 



Chapter IV 


THE BRITISH COMMONWEALTH 

OF NATIONS. 1938 

I 

GREAT BRITAIN : CABINET CHANGES AND FOREIGN POLICY 

O N FEB. 20, 1938, the resignation of Capt. Anthony Eden, 

Secretary of State for Foreign Afifairs, because of his lack 
of sympathy for Prime Minister Chamberlain’s foreign 
policy, was announced. Viscount Halifax succeeded Capt. Eden at 
the Foreign Office. The resignation of the Colonial Secretary, 
William Ormsby-Gore, resulted in Malcolm MacDonald, Secretary 
for the Dominions, moving to the Colonial Office. The new Secre¬ 
tary for the Dominions was Lord Stanley. In October Alfred 
Duff Cooper, First Lord of the Admiralty, resigned from the 
Cabinet after the Czech crisis. Lord Stanley’s death on October 20 
meant Malcolm MacDonald’s return to the post of Secretary for 
the Dominions. 

An increase in unemployment during the year was accompanied 
by a decline in British trade in terms of exports and imports. The 
imports, January to October inclusive, amounted to £769,577,334 
as compared with £838,381,992 for the corresponding period in 1937, 
and the exports totalled £440,890,670 as compared with £497,880,- 
279. The end of the Government’s fiscal year, March 31, found the 
budget out of balance by only 4 per cent. The new budget, intro¬ 
duced by Sir John Simon, increased the income tax to the highest 
point ever reached by any peacetime budget, except that for 1918-20. 

The normal rate is now 5 shillings 6 pence on the pound, or 2714 
per cent. 

So far as British party politics is concerned, the Tories have 
seemingly abandoned their traditional doctrine of a vigorous foreign 
policy, while the Liberals and the Labor party have been clamoring 
for increased armament and for a stronger attitude in dealing with 

23 



24 


THE HISTORY OF NATIONS 


1938 

Other Powers. In regard to Spain, the policy of the British Gov¬ 
ernment has been to keep to its course of non-intervention. On 
April 16 an Anglo-Italian pact was agreed upon by the terms of 
which Great Britain agreed to recognize the Italian title to Ethiopia. 
In return for this, Italy agreed to withdraw her armaments and 
troops from Spain, after the close of the Spanish struggle. As a 
prerequisite, Prime Minister Chamberlain said that there must be a 
substantial reduction of Italian forces in Spain. In the fall io,ooo 
Italian soldiers were withdrawn, and the pact was signed on Nov. i6. 

The incorporation of Austria into the German Reich met with 
no protest from Great Britain, beyond the insistence that Germany 
assume the debt owed by Austria. On April 2 the British Cabinet 
granted formal recognition to the German conquest. In the first 
Czechoslovak crisis, during May, the British Government, realizing 
that Britain could not hope to remain neutral in a European war, 
evidently indicated to Berlin that it would support Prague and Paris. 
When the real crisis developed in early fall. Prime Minister Cham¬ 
berlain flew to Berchtesgaden on Sept. 15 for a personal interview 
with Hitler in the interests of peace in Europe. Convinced after a 
second interview at Godesberg on Sept. 22, and repeated consulta¬ 
tions with France, that no price was too high to pay for peace, 
Chamberlain and Daladier ended by granting at the Four-Power 
Conference in Munich, everything that Hitler demanded. 


II 

EIRE AND NORTHERN IRELAND 


The first year of the new state of Ireland (Eire) was marked by 
the setting up of the government under the new Constitution, a 
treaty marking the end of the protracted trade war with England, 
the selection of a new President, and a general election. 

Prime Minister Eamon De Valera went to London on Jan. 15, 


1938, to open negotiations with the British Cabinet for a settlement 
of the outstanding issues between the two countries. The outcome 


was a new treaty of peace and friendship and a trade agreement, 
signed at London on April 25, 1938, between Ireland and the United 
Kingdom. The treaty provided for a lump sum payment by Ireland 
of £10,000,000 to the British Government as a final settlement for 
the land annuities and other British claims against Ireland. Ireland 
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also pledged itself to resume payments of £250,000 a year, under 
the agreement of Dec. 3, 1925. In return. Great Britain assented to 
the final surrender of its treaty rights over the Irish ports of Cobh 
(Queenstown), Bere Haven, and Lough Swilly. Both countries 
agreed to drop the six-year trade war which had wrought such 
serious damage to Ireland’s economy. 

The position of President of Eire was raised above partisan strife 
on April 21 when De Valera and William T. Cosgrave, leader of the 
Fine Gael opposition, agreed to nominate Professor Douglas Hyde, 
a Protestant, and the country’s most distinguished living Gaelic 
scholar. Dr. Hyde was elected without opposition on May 4, and 
was inaugurated on June 25. A new general election on June 17, 
gave De Valera’s Fianna Fail party 77 seats in the Dail. William T. 
Cosgrave’s Fine Gael party obtained 45 seats: Labor 9; and Inde¬ 
pendents 7. At the opening session of the Dail on June 30, De 
Valera was reelected Prime Minister. 

In the financial and economic field, Ireland had a relatively good 
year in 1938. As a result of the Anglo-Irish treaty, exports were 
substantially higher during the last half of the year than in the same 
period of 1937. Living costs were slightly higher, presumably be¬ 
cause of the increased outlet for agricultural exports. The total ex¬ 
penditures for the forthcoming year were set at £31,500,990, leaving 
an estimated surplus of only £4,010. The 1937-38 revenue was 
£31,208,583, or £296,417 less than the new estimate. Expenditures 
were £32,052,541, leaving a deficit of £843,958. 

On Jan. 17 De Valera threw a bombshell into negotiations he was 
conducting with Neville Chamberlain, the British Prime Minister, by 
charging that the Ulster Government was depriving Catholics of 
their civil rights, and demanding that Northern Ireland be unified 
with Eire. The North Ireland Government hastened to call a gen¬ 
eral election to demonstrate that the majority of the population were 
back of the Government. The seventeen-year-old Craigavon Gov¬ 
ernment was returned for another five-year term in office by a huge 
majority. The Unionist Government won 39 of the 52 seats in 
Northern Ireland’s House of Commons, a gain of three seats. De 

Valera’s Nationalists, standing for union of the two Irelands, ob¬ 
tained but eight seats. 

On Oct. 6, De Valera demanded a plebiscite in certain areas of the 
six counties of Northern Ireland. A few days later Thomas J. 
Campbell, Nationalist leader in the Ulster Parliament, demanded 
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that the Catholic minority be given the right of self-determination. 
Viscount Craigavon replied by asserting that the status of Ulster as a 
part of the United Kingdom had been “finally settled” some twenty 
years ago. 


III 

COMPROMISE IN INDIA 

When the Indian National Congress met at Haripura in its fifty- 
first Annual Conference, from Feb. 14 to 21, Subhas Chandra Bose, 
a stormy radical, was elected President. Immediately a violent dis¬ 
pute arose over the threatened resignation of two Provincial Cab¬ 
inets, Bihar and United Provinces. Mohandas K. Gandhi advised 
the two Cabinets to resign, which they did. The more radical mem¬ 
bers of the party, led by the new President, Subhas Chandra Bose, 
advocated an open break with the British authorities, and the taking 
of steps to secure the immediate and complete independence of India. 
On March 5, after several conferences between the British Viceroy, 
Lord Linlithgow, and Gandhi, a compromise was reached. 

On Sept. 16, the Maharajah of Bakaner, one of the native Indian 
States, telegraphed to King George, offering his troops, and the re¬ 
sources of his country, if they should be needed in view of the 
menacing international situation. Within the next few weeks more 
than sixty of India’s most powerful princes came forward with as¬ 
surances of loyalty, and of military aid in the event of war. 

IV 

THE DOMINION OF CANADA 

The threat of war in Europe resulted in a demand in Canada for 
a constitutional change which would enable the Dominion to choose 
whether it wished to support Britain in a general conflict. Although 
the location of the warmaking power was not precisely defined by 
the 1931 Statute of Westminster, it is generally agreed that a declara¬ 
tion of war by the Crown is binding on Canada even if it does not 

actively participate in hostilities. . , . 

Canada welcomed Prime Minister King’s achievement in obtain¬ 
ing a new trade agreement with the United States in I 93 ^> 
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on the one negotiated two years previously. The agreement was 
signed on Nov. 17, at the same time as the new British-American 
pact, and went into effect Jan. i, 1939, pending ratification or re¬ 
jection by the Canadian Parliament. 

During the year Parliament voted an appropriation of approxi¬ 
mately $45,000,000 for national defense, twice the amount spent on 
armaments in 1937. A $5,800,000 increase in military appropria¬ 
tions is being spent on mechanizing Canada’s land force. Parliament 
also adopted a $40,000,000 national program of conservation and 
development designed to stimulate employment and enlarge the 
national income; took action for the complete nationalization of the 
Bank of Canada; adopted a $50,000,000 low-cost housing scheme 
and passed a measure for the extension of a youth training program. 

Business in Canada during 1938 was somewhat better than in the 
United States and many other foreign countries. Within the last 
decade Canada has shifted from a predominantly agricultural 
economy to one based on a combination of industry, mining, and 
agriculture. Manufacturing was appreciably below the 1937 level 
during the first nine months of the year. Crops were exceptionally 
good, but the cash return from agriculture was substantially lower 
than in the previous year. Mining had an extraordinarily good 
year, while the forest industries were depressed owing to lack of 
foreign demand. The fisheries on both seaboards had good catches. 

The most striking gains in the mineral industry occurred in gold 
and petroleum, though the September copper production was the 
highest for any month on record. The petroleum output was only 
slightly less in value than that of asbestos, which has long ranked 
next in importance to coal among the non-metallic minerals. Canada 
continues to be the world’s largest producer of asbestos. 

The aggregate value of the principal field crops in Canada in 1938 
was $527,419,000. The wheat crop was valued at $198,875,000. 

V 

AUSTRALIA AND NEW ZEALAND 

Australia in 1938 had definitely passed the peak of prosperity. 
During the entire year the shadow of world events fell like a pali 
over the Australian scene. On the one hand, Japan was considered 
an ever-increasing menace to the stability of the southern Pacific 
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On the other hand, Britain more than once appeared to be on the 
verge of war in Europe. 

On Oct. 25 the British Government announced the appointment 
of the Duke of Kent as Governor-General of the Commonwealth, 
effective in 1939. Australians regarded this selection of a member 
of the royal family as an indication that Britain would not abandon 
Australia to its fate in the face of possible attack by Japan. 

Criticism of the unpreparedness of Australia’s fighting forces, re¬ 
vealed during the Czech crisis, led to a reorganization of the Lyons 
Cabinet on Nov. 7. This was followed by intensive planning for a 
balanced defense program involving increases for the navy, army 
and air forces. On Dec. i the Government announced that it would 
admit 15,000 European refugees within the next three years. 

The victory of Premier Michael Savage’s Labor Government in 
New Zealand in national elections held on Oct. 15 meant the con¬ 
tinuation of a long list of social policies, including state control of 
the banking and credit system, improvement of social security meas¬ 
ures, and planning of production. 

Trade agreements with the Netherlands and the British Dominions 
provide for larger quotas on basic New Zealand exports. To carry 
out the Dominion’s protective policy, higher tariffs were announced 
on Feb. 28. This has raised prices within the Dominion. 

VI 

UNION OF SOUTH AFRICA 

Prior to the general election of May 18, in the Union of South 
Africa, the United Party, led by Prime Minister J. B. M. Hertzog, 
appealed for a new mandate on the grounds that it represented the 
only effort to fuse the conflicting interests of the two European 
nationalities, and that it had brought prosperity to the country. The 
only powerful opposition, the Nationalist party, charged subservience 
to British imperialism; and maintained its anti-native, anti-colored 
and anti-Semitic position. In the balloting the United party re¬ 
tained its top-heavy majority. 

New arrangements for the separate communal representation of 
the 7,000,000 natives gave promise during the year of working out 
to their disadvantage. The Government rejected recommendations 
for better educational facilities for the natives. 



Chapter V 

WESTERN AND NORTHERN EUROPE. 1938 


I 

DECREE LAWS IN FRANCE 

T he early months of 1938 saw two Cabinets rise and fall, a 

second Chautemps Ministry and a successor to that under 
Leon Blum. 

In April President Lebrun asked Edouard Daladier, leader of the 
Radical-Socialist party to form a Cabinet. Daladier asked and ob¬ 
tained full powers in order to “face the necessities of national de¬ 
fense and straighten up the financial and economic life of the nation.” 
A first series of decrees was published on May 3- One of them 
increased all taxes by 8 per cent for a period of two years. On May 
4, Daladier announced that he had decided to further devaluate the 
franc and to stabilize it at the new rate, 179 fr. to the pound sterling. 

A 5>000)000,000 franc loan for national defense was oversubscribed 
the day it was floated. May 16. 

A second series of decrees, published on May 24, provided for an 
important program of public works, which would involve the spend- 
ing of 11,000,000,000 francs over a period of two and a half years. 
In the application of the 1936 labor laws, a new principle was estab¬ 
lished, that of the 2,000 hour year instead of the 40-hour week. 

Labor difficulties were temporarily forgotten at the time of the 
widely acclaimed visit of the British sovereigns in Paris, July 19-24- 

but during July and August there was a fresh outburst of strikes' 
The war scare soon put an end to these. 

On Nov. 13, new decree-laws were published by Reynaud, the Fi- 
nance Minister. Their main provisions were: (i) The gold stock 
of the Bank of France was to be revaluated at a rate of 170 francs 
to the British pound; (2) While the principle of the 40-hour week 
was retained, employers were authorized to require work from 
their employes up to 48 hours per week, with higher pay for extra 
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hours; (3 ) A special emergency tax of 2 per cent would be imposed 
on all professional incomes, and the basic rate of the income tax 
would also be raised. 

On Nov. 22 the Executive Council of the General Confederation 
of Labor and the Confederation of Government Employees decided 
to call for a 24-hour nation-wide strike against the Reynaud decrees. 
The Premier threatened dismissal for all public servants who did not 
appear for work on the day of the strike, he requisitioned all railways 
and other means of transportation, and placed mail, telegraph, tele¬ 
phone, electricity and gas services under military control. The 
strike was a failure, and Daladier emerged stronger than before. 

On Feb. 25-26 in the Chamber of Deputies, Foreign Minister 
Delbos reiterated France’s determination to maintain her entente 
with Great Britain and to be loyal to her treaties with Czechoslovakia 
and Soviet Russia. When Hitler and the German troops entered 
Austria (March 12), France joined England in forwarding a note of 
protest to Germany, but both countries formally recognized the Nazi 
conquest on April 2. 

At the end of April, Premier Daladier and Foreign Minister Bon¬ 
net went to London to confer with Chamberlain and Halifax. The 
conference established a program of coordination of the armed 
forces of both countries in the event of war, but both countries 
agreed first to unite their efforts to bring about a peaceful solution 
of the Czech problem which then loomed. 

The crisis between Czechoslovakia and Germany became acute in 
mid-September, and on Chamberlain’s return from the Berchtes- 
gaden interview with Hitler Daladier and Bonnet flew to London. 
The next day (Sept. 19) they presented Hitler’s plan to the French 
Cabinet. Although it involved the cession of the Sudeten districts 
to Germany it was finally approved unanimously. Daladier and 
Bonnet met Chamberlain again in London on Sept. 25, after the 
French Cabinet had pronounced the new Hitler proposals at Godes- 
berg unacceptable. Although the Munich Four-Power Conference 
on Sept. 28 granted practically all the German demands, Daladier’s 
return from Munich was greeted by general manifestations of joy. 

The German Foreign Minister Von Ribbentrop went to Paris, on 
Dec. 6 for the formal signing of a declaration by which France and 
Germany agreed to work for peace, and to consult together in case of 

international difficulties. 

On Oct. 5, Paris announced her decision to appoint an Ambas- 
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sador to Rome, accredited to the “King of Italy, Emperor of Ethi¬ 
opia,” thus recognizing the annexation of Haile Selassie’s empire. 
Mussolini did not grant his first audience to the French Ambassador 
until Nov. 29. The next day, in the Italian Chamber of Deputies, 
foreign Minister Ciano alluded to the “natural aspirations of the 
Italian people.” All the deputies immediately rose shouting: “Tu¬ 
nisia! Corsica!” The Italian press took up the cry, and claimed 
Nice and Savoy besides. On Dec. 5, Daladier declared that France 
would never yield one inch of her territories. Two weeks later Italy 
sent a note to Paris saying that she regarded the Laval-Mussolini 
agreement of January, 1935, as no longer valid. France answered 
that she was ready to consider new Italian proposals, but rejected 
any idea of territorial concessions. 

II 

EXPANSION OF NAZI GERMANY 

The year 1938 meant for Germany the long-desired attainment of 
hegemony on the European Continent. On February 12th Chan¬ 
cellor Hitler invited the Austrian Chancellor Kurt Schuschnigg to 
visit him at Berchtesgaden, where he insisted that Schuschnigg ad¬ 
mit some of the Austrian Nazis into the Cabinet. Chancellor Schus¬ 
chnigg tried in vain to reassert Austrian independence. Early in 
March a threat of military occupation by the German army forced 
Schuschnigg to resign; his successor, the Austrian Nazi leader 
Seyss-Inquart, welcomed the German army which immediately 
started to occupy A.ustria. On March 13, Chancellor Hitler crossed 
the Austrian frontier, to enter Vienna triumphantly on March 14, 

and the former Austria became an integral part of the new Great 
Germany. (See also Austria.) 

The new strength gained by Nazi Germany influenced the Sude- 
ten-German party of Czechoslovakia, under the leadership of Konrad 
Henlein to greater insistence in their demands for complete auton¬ 
omy within Czechoslovakia. On May 21, when Germany seemed to 
threaten a surprise occupation of Czechoslovak territories, partial 
mobilization of the Czech army prevented any breach of the peace. 
In August Germany started to mobilize her army to the strength of 

one million men and the whole German industry was put on a war 
basis. 
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On Sept. I Chancellor Hitler and Konrad Henlein met at Berch- 
tesgaden, and on Sept. 12 Hitler demanded in his speech at the Party 
Congress at Nuremberg, “self-determination” for the Sudeten Ger¬ 
mans. At this moment the British Prime Minister, Neville Cham¬ 
berlain in the interests of European peace asked Hitler for an inter¬ 
view, which was granted him at Berchtesgaden on Sept. 15, and 
another at Godesberg on Sept. 22. In the Four-Power meeting in 
Munich on Sept. 29, Chamberlain and Daladier agreed to settlement 
of the question of German expansion in Czechoslovakia, without any 
participation on the part of the Czechoslovak Government. {See also 
Czechoslovakia.) As the result of this historic crisis, Germany 
acquired a territory of about 11,583 sq. mi. with approximately 3,- 
500,000 inhabitants, of whom about 750,000 were Czechs. 

With German hegemony in Central and Eastern Europe estab¬ 
lished, Germany declared herself ready to enter into friendly rela¬ 
tions with Great Britain and France. Mr. Chamberlain proposed, in 
Munich, to Chancellor Hitler that they sign a bilateral declaration 
“symbolic of the desire of our two peoples never to go to war with 
another again.” A document was then signed by both statesmen 
declaring their intention to employ consultation on all questions. A 
more explicit declaration of similar nature was signed in Paris on 
December 6 by the German Foreign Minister Von Ribbentrop and 
the French Minister M. Bonnet. 

The American press was practically unanimous in condemnation 
of the Pact of Munich. In addition, the persecution of the Jews in 
November affected American opinion deeply. As a sign of Ameri¬ 
can displeasure, the American Ambassador, Hugh R. Wilson, was 
summoned to Washington to report on the situation in Germany, 
and was ordered to stay for an indefinite time in the United States. 
The German Government retaliated by recalling in a similar way the 
German Ambassador at Washington, Hans H. Dieckhoff. 

Cooperation between Germany and Italy had grown especially 
close after Mussolini’s visit to Berlin during the fall of 1937 and 
the return visit of Hitler to Rome in May 1938. After the German 
occupation of Austria, Chancellor Hitler assured Italy that he re¬ 
garded the frontier at the Brenner Pass as inviolable. 

The attack of present-day Germany against the Catholic Church 
was strengthened after the Pact of Munich. In November Cardinal 
Faulhaber made a vigorous defense of the rights of the Christian 
individual against the all-embracing Nazi regime before an audience 
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which jammed the huge cathedral in Munich. The situation of the 
Protestant Churches was in no way better than that of the Catholic 
Churches. This is true especially of the Confessional Synod, whose 
power of resistance was broken by the arrest of Reverend Martin 
Niemoller on July i, 1937. This leader had not yet been released 
from supervision in a concentration camp at the end of 1938. 

The plight of the German Jews had been almost unbearable even 
before 1938. The occupation of Austria complicated the Jewish 
problem by adding a large number of Jews to the Reich, as similarly 
it complicated the Catholic problem. In April a general conscription 
of all Jewish property was ordered. 

Measures for radical extermination of the Jews were put into 
effect in November after a young Polish Jew named Grynszpan had 
assassinated in an act of despair a young German diplomat at the 
Parisian Embassy. This act was answered in Germany by a wave 
of destruction, looting and incendiarism of practically unparalleled 
extent as National Socialist mobs destroyed Jewish synagogues, 
shops, offices and private property. Jews were attacked and beaten^ 
many thousands were put into concentration camps, many hundreds 
died there or committed suicide. 

The German Government capped its policy of financial ruin for 
the German Jews by demanding that they should pay all the immense 
damage caused by the Nazi rioters, and that they should pay a col¬ 
lective fine of one billion marks as a “punishment” for the assassina¬ 
tion. In addition Jews were forced to move into slum districts. 

Germany s economic aims crystallised in 193^ attempt at 

complete self-sufficiency and a mobilization of all the economic forces 
of the country and all its man power in the interests of the military 
power of the Nation. The unprecedented armament increase, the 
Four-Year plan, the growing demand for the much-neglected ’con¬ 
sumption goods, and the export drive, all heightened the demands 
and the strain upon Germany’s economic life. Taxes were heavily 
increased upon industry and business as well as upon workers. 

Ill 

ITALY AND THE ROME-BERLIN AXIS 

With the German seizure of Austria the Rome-Berlin Axis suf¬ 
fered a rude shock. Yet it survived. From May 3 to May 9 Hitler 
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was in Italy on a state visit. Mussolini outdid himself to impress his 
guest with the strength of Italian military and naval power. Gigan¬ 
tic reviews were held—190 ships maneuvered in the Bay of Naples, 
while the army and the air service displayed their might at Rome. 
II Duce aspired to a military alliance with Germany, by which he 
could exact territorial and other concessions from France and Brit¬ 
ain in the Mediterranean region and in Africa. When the Czecho¬ 
slovakia crisis came in September, Mussolini appears to have been 
largely responsible at the last moment for persuading Hitler to call 
the Munich Conference. 

At the beginning of 1938, relations between England and Italy 
were still far from cordial chiefly because of Britain’s failure to 
recognize the Italian conquest of Ethiopia. In February Mussolini 
decided on a hurried rapprochement with England. His proposal for 
an understanding split the British Cabinet and led to the resignation 
of Foreign Secretary Eden. In documents signed at Rome on April 
16, the two Governments reaffirmed previous assurances that they 
would respect the territorial statiis-quo in the western Mediterranean. 
They also provided for the strict observance of the Constantinople 
Convention of 1888, “which guarantees at all time for all Powers 
free use of the Suez Canal.’’ 

Italy’s relations with France went from bad to worse during 1938. 
The points at issue between the two countries included French ob¬ 
struction of Italian use of the Djibouti-Addis Ababa Railway, 
France’s failure to recognize the conquest of Ethiopia and to appoint 
an Ambassador to Rome, and, above all, their disagreement over 
“non-intervention” in Spain. Friendly relations were not advanced 
by the cries of “Tunisia” and “Corsica” with which high Fascist 
officials greeted Count Ciano’s reference, in his speech to the Cham¬ 
ber of Deputies on Nov. 30, to Italy’s still unfulfilled aspirations. 

The Italian Government’s campaign against the Jews in 1938, 
seemingly in imitation of Germany, surprised, and in many cases 
chagrined, the Italian public. In July, the Government published a 
report which set forth that the Jews were an inferior race, and that 
steps should be taken to protect the Italians from racial defilement. 
In August positive measures began to be taken against the Jews. 
First the foreign Jews were excluded from all Italian schools. On 
Sept. I, all Jews who had settled in Italy since 1919 (estimated at 
15,000) were given six months in which to leave the country. Then 
came the turn of the native-born Italian Jews. On Sept. 2, all uni- 
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versities and schools in Italy were closed to them, too. The Govern¬ 
ment also seized large amounts of Jewish property, in return for 
which 4 per cent bonds were to be given. The Italian “racist” policy 
promptly brought the Government into collision with Pope Pius XI, 
as the anti-Semitic decrees went counter to the teachings of the 
Church. 

Throughout the year Italy lived under an ever-tightening war 
economy. Greater and greater sacrifices were made to achieve self- 
sufficiency; fats and old iron were requisitioned; low-grade coal 
mines were exploited; electricity generated by water power was more 
rapidly substituted for imported coal. The most prosperous indus¬ 
tries were those connected with armaments. Under the war economy, 
living standards slumped. 

Military expenditures in 1939 were calculated to absorb over one- 
third of the state’s income. It is impossible to gain more than an 
approximate idea of the strength of the Fascist war machine. On 
March 30, Mussolini declared that he had between eight and nine 
million men well-equipped and ready to fight. 


IV 

WAR CONTINUES IN SPAIN 


The year 1938 opened with terrific fighting in progress around 
the town of Teruel, which Government forces had succeeded in 
entering on Dec. 21, 1937. Into a great counter offensive in Jan¬ 
uary General Franco flung reserves to the number of 150,000 men, 

strongly supported by airplanes. After six weeks, on Feb. 22 Teruel 
was retaken by the Insurgents. 

In the Insurgent offensive in Aragon, planned to cut off industrial 

Catalonia from the rest of Loyalist Spain, Insurgent forces won 

success after success. They captured the seaport of Vinaroz on 

April 15, and from that base succeeded in taking Tortosa, thus cut- 
tmg Loyalist Spain in two. 


Loyalists were driven headlong from Lerida. 
Shortly afterwards the city of Balaguer to the north, surrendered 
also. On June 13, the Insurgent General Aranda achieved the 
capture of Castellon de la Plana, the military key to Valencia Pass¬ 
ing on southward, he crossed the Mijares River and occupied Vil¬ 
lareal. On July 25 however the Loyalists effected a swift and well- 
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organized counter offensive across the lower Ebro, which effectively 
held up General Franco’s drive to the south against Valencia. Not 
until the i6th of November was the Ebro established again as the 
boundary between the two armies. 

Foreign intervention continued an outstanding feature of the 
Spanish civil war in 1938. Germany and Italy continued to send 
assistance, especially technical aid and airplanes, to General Franco. 
The Russians dispatched similar vital aid to the Loyalists. Italian 
Black Shirts taking part in the Ebro drive were said in late May to 
number 39,000 and to be supported by scores of Italian planes. Rus¬ 
sian planes, pilots, and munitions steadily found their way across the 
Pyrenees to uphold the Barcelona Government. From the start the 
Communists have been a predominating force behind Premier 
Negrin’s regime. 

In July, the British plan for the withdrawal of foreign volunteers 
as approved by the Non-Intervention Committee was accepted by 
both Governments in Spain “in principle.” Prime Minister Negrin, 
on Sept. 2, unexpectedly announced to the League of Nations that 
the Spanish Government “has just decided on immediate and com¬ 
plete withdrawal of all non-Spanish combatants taking part in the 
struggle on the Government side.” Negrin invited the League to 
appoint an international commission to arrange the necessary details. 

The Commission arrived in Spain in the middle of October and by 
Nov. 12 the first contingents of the Internationals, foreign volun¬ 
teers fighting on the Government side, were on their way to France. 

Meanwhile, Mussolini ordered home from Spain 10,000 Italian 
troops. While this number represented but a fraction of Italian 
forces in Spain, Chamberlain seized the opportunity to put into 
operation the Anglo-Italian pact of the preceding April, which the 
British Parliament approved by a majority of 345 to 138. On its 
signature in Rome on Nov. 16, it went into force. 


V 

BELGIUM, THE NETHERLANDS AND SWITZERLAND 

Financial difficulties were a constant source of irritation in Bel¬ 
gium during the year 1938. Unable to cope with the budgetary 
situation, the coalition Cabinet headed by the Liberal Paul Emile 
Janson, resigned on May 13. King Leopold showed his influence by 
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asking the Foreign Minister Paul Henri Spaak, a Socialist, to form 
a new Cabinet. 

After the annexation of Austria M. Spaak in a speech before the 
Chamber of Deputies declared that Belgium could no longer hope 
for security from the League of Nations but must have a strong 
army, while endeavoring to avoid becoming entangled in a war. In 
August 40,000 troops took part in the most spectacular maneuvres 
ever held in Belgium. In September the nation’s forts were perma¬ 
nently and fully manned to meet any crisis. 

The menace of war in Europe forced the Government of the 
Netherlands to resort to military expenditures in 1938 which were a 
severe strain on the Treasury. The Military Service Act was re¬ 
vised, the annual contingent of conscripts being increased from 19,- 
500 to 32,000 men. Meanwhile, the navy has been strengthened by 
additional mine layers, torpedo craft and submarines. 

Demonstrations of joy took place throughout the Netherlands on 
the birth of a royal princess to Crown Princess Juliana on Jan. 31. 
The baby was named Beatrix Wilhelmina Armgard. September 
brought the celebration of a jubilee in honor of the completion of 
the fortieth year of the reign of Queen Wilhelmina who has ruled 
longer than any other living monarch in Europe. 

Because of the increasing tension in Europe after the annexation 
of Austria in March, Switzerland applied to the League for a further 
reduction of Switzerland’s commitments under the Covenant. The 
League Council adopted a resolution on May 14 ruling that Switzer¬ 
land could not be invited to participate in economic and financial 
sanctions. Germany and Italy being notified by Switzerland, for¬ 
mally agreed to respect this unconditional neutrality. 

Nevertheless, the Czechoslovakian crisis during September caused 
the Government to take precautionary measures along the Swiss 
frontiers. Additional volunteer troops were summoned, anti-aircraft 
defenses were prepared in the cities, and mines were placed under all 
bridges, tunnels, and roads near the borders. 

VI 

SCANDINAVIAN AND BALTIC COUNTRIES 

After the German annexation of Austria in March, the Danish 
Government turned to efforts taken in cooperation with Sweden, 
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Norway, and Finland, to preserve the traditional neutrality of the 
Scandinavian countries. On May 27, the four Governments signed 
a declaration at Stockholm, setting forth their intention to apply 
similar neutrality rules in each country. This neutrality policy was 
given wider application by including The Netherlands, Belgium and 
Luxemburg. 

On May 31, the Norwegian Parliament passed a resolution declar¬ 
ing Norway’s right to refrain from participation in sanctions im¬ 
posed by the League of Nations against an aggressor. The Govern¬ 
ment took similar steps in concert with the other “Oslo Powers” in 
July and September. The death, on Nov. 20, of Queen Maud, 
Norway’s queen since its separation from Sweden in 1907, plunged 
the nation into mourning. 

At the opening of Parliament on Jan. ii. King Gustaf of Sweden 
announced the Government’s intention to combat future economic 
depressions through the construction of planned public works. The 
nation celebrated King Gustaf’s eightieth birthday on June 16. 

On April 24, under Estonia’s new Constitution, both houses of 
Parliament elected Provisional President Paets for the six-year term. 
On June 13 Colonel Beck, Polish Foreign Minister, visited Tallinn 
in an effort to bring Estonia into the bloc of states which he was 
attempting to form as a barrier between the Soviet Union and 
Germany. 

Early in March, under the dictatorship of President Ulmanis 
which has existed since May 15, 1934, the Parliament of Latvia was 
replaced by a government-controlled State Economic Council. 

When Hitler annexed Austria in March, Poland took advantage 
of that crisis to compel Lithuania to renounce its claim to Vilna. In 
the autumn the Germans in Memel increased their agitation for the 
return of Memel to Germany. 



Chapter VI 

CENTRAL EUROPE AND THE BALKANS. 1938 

I 

ABSORPTION OF AUSTRIA; HUNGARY’S POSITION 

G erman policy in Austria became more aggressive with the 

nomination of Von Ribbentrop as German Foreign Minis¬ 
ter on Feb. 4, 1938. Chancellor Schuschnigg was eager 
for friendly relations with the Rome-Berlin Axis, but at the same 
time he wished to preserve close contact with the Western democ¬ 
racies and the Little Entente. Von Ribbentrop, however, wished 
Austria definitely to throw in her lot with Germany, Italy and Japan. 
It was under these conditions that Dr. Schuschnigg accepted an in¬ 
vitation by Chancellor Hitler to come on Feb. 12 to Berchtesgaden. 
The interview lasted for about twelve hours and was marked by 
complete lack of cordiality. Hitler demanded the complete subjuga¬ 
tion of Austria to Germany’s policies. Chancellor Schuschnigg de¬ 
clined to accept this but promised certain concessions. 

Early in March 1938 Chancellor Schuschnigg proclaimed a nation¬ 
wide plebiscite for Sunday, March 13, to decide whether Austria 
wished to remain an independent state. The National Socialists 
reacted violently to the news of the plebiscite. On March ii the 
German radio and press spread the news of Communist demonstra¬ 
tions and disorders in Austria. In the afternoon of the same day, a 
representative of the German Government arrived by airplane in 
Vienna and brought an ultimatum which demanded a postponement 
of the plebiscite, the resignation of the Cabinet of Schuschnigg and 
the formation of a new Cabinet under Seyss-Inquart, the Nazi 
Minister of the Interior. This ultimatum was rejected by the 
Austrian President, Miklas. Immediately afterwards the ultimatum 
was repeated with the threat, that, should it not be agreed to by 
evening 200,000 German troops would march into Austria. On the 
same evening Chancellor Schuschnigg declared in a radio address 
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that President Miklas and he had decided to give way before the 
threat of force. 

Within a few hours Austria was occupied by German troops. On 
March 13, the day fixed for the plebiscite, German officials were 
completely in control of Austria. Chancellor Hitler had trium¬ 
phantly entered his native town at the border of Bavaria and Upper 
Austria; then Linz, the capital of Upper Austria; and, on March 14 
Vienna, the city where he had spent his youth. On April 10 a 
German-controlled plebiscite was held in the Nazified Austria, which 
gave an overwhelming majority for the Anschluss. Austria thus 
became an integral part of the German Reich. 

The German campaign against Czechoslovakia in the summer of 
1938 awakened a two-fold echo in Hungary; the hope that the dis¬ 
memberment of Czechoslovakia would put Hungary in a position to 
reclaim lost territories; and the fear that the occupation of Czecho¬ 
slovakia would spell the doom of Hungary’s independence. 

During the Czechoslovak crisis in September and October, the 
Hungarian Government moved cautiously. It tried to negotiate for 
cession of territory with the new autonomous governments of Slo¬ 
vakia and Carpatho-Russia. As the Hungarian demands were un¬ 
acceptable, Hungary and Czechoslovakia finally agreed to submit to 
the arbitration of Italy and Germany. On Nov. 2 the two foreign 
ministers. Count Ciano and Von Ribbentrop, met in Vienna. By 
their decision a large part of southern Slovakia and the fertile part 
of Carpatho-Russia were given to Hungary. 

II 

DISMEMBERMENT OF CZECHOSLOVAKIA; POLISH DEMANDS 

The occupation of Austria by Germany in March had increased 
the hopes of the German minority in Czechoslovakia for a similar 
procedure by Germany in their favor. The Sudeten-German Party 
under the leadership of Konrad Henlein, had long before adopted 
the principles of the German National Socialist Party. On May 13 
it established officially a militia which closely resembled the Nazi 
S. A. and S. S. in Germany. The tension grew so rapidly that on 
May 21 it was generally expected that German troops would march 
into Czechoslovak territory. A swift partial mobilization of the 
Czech army, reestablished complete civic order in the Sudetenland. 
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Meanwhile the Czechoslovak Government under the leadership of 
the Prime Minister, Dr. Milan Hodza, had worked out a new statute 
for appeasement of the minorities in Czechoslovakia. On Aug. 19 
the Czechoslovak Government submitted to the Sudeten German 
Party a statute which granted complete autonomy to the minorities. 
On Sept. 3 Henlein visited Chancellor Hitler in Berchtesgaden. 

Chancellor Hitler at the Party Congress in Nuremberg, Sept. 12 
demanded the right of “self-determination” for the Sudeten Ger¬ 
mans. When these speeches were followed by Sudeten German riots 
in Czechoslovakia, the Czechoslovak Government proclaimed martial 
law in some of the districts where the incidents had occurred. The 
Sudeten-German Party then issued an ultimatum demanding the 
lifting of martial law within six hours. The Czechoslovak Govern¬ 
ment refused to accept the ultimatum. 

On Sept. 19 the British and French Governments urged Czecho¬ 
slovakia to cede the Sudetenland to Germany for “the maintenance of 
peace,” and proposed to guarantee “the new boundaries of Czecho¬ 
slovakia against unprovoked aggression.” The Prague Government 
proposed arbitration of its dispute with Germany under the still 
existing German-Czech Treaty of Arbitration of 1926. The British 
and French Governments rejected this proposal, demanded immedi¬ 
ate acceptance of their own proposals and declared that they would 
not be willing or able to extend aid to Czechoslovakia in the event of 
her being attacked by Germany. Under these circumstances the 
Czechoslovak Government accepted, on Sept. 21, the principle of the 
cession of the Sudeten-German territory, and on Sept. 22 the Gov¬ 
ernment of Dr. Hodza resigned and a new Czechoslovak Govern¬ 
ment was constituted under General Jan Syrovy. In the course of 
events Czechoslovakia was forced to accept all Germany’s demands. 
The Four-Power Agreement of Munich of Sept. 29, arrived at with¬ 
out the participation of Czechoslovakia, sealed the fate of the country. 
On Oct. I German troops crossed the Czechoslovak frontier and be¬ 
gan the occupation which was completed by Oct. 10. 

The Czechoslovak Parliament met on Nov. 17 to set the election 
of a new President and to lay the foundations of the new Constitu¬ 
tion. According to the new Constitution, Slovakia and Ruthenia 
(Carpatho-Russia,) were to be entirely independent in all their in¬ 
ternal affairs, and have their own ministries and parliaments, 
whereas only certain subjects were to be reserved to the Central 
Parliament. On Nov. 30 Dr. Emil Hacha was elected President. 
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During the Czech crisis Poland asked, and was promised by the 
Czech Government, the same treatment for the Polish minority in 
Czechoslovakia as the German rhinority would receive. Poland, not 
having been invited to Munich, addressed an ultimatum to 
Czechoslovakia demanding the evacuation of the entire Teschen 
region and Bohumin by Oct. lo. The Prague Government yielded 
on Oct. I, and Polish troops took over an area of 150 square miles. 


Ill 

GREECE AND THE BALKAN STATES 

Internal and external conditions combined to increase the hold on 
Greece of the Fascist dictatorship of General John Metaxas, who 
had come to power on Aug. 4 > ^ 92 ^- Premier Metaxas has carried 
through large-scale public works and has extended social insurance. 

On July 31 Bulgaria signed a non-aggression pact with the Balkan 
Entente. This Pact of Salonica abolished the restrictions imposed 
upon Bulgaria’s army and armaments by the Peace Treaties. 

In Rumania the anti-Semitic Government of Octavian Goga, 
which had come into power at the end of 1937, dissolved Parliament 
in January. To avoid further confusion King Carol II on Feb. 10, 
1938, suspended Parliament, halted the elections, dismissed the 
Cabinet, and named a new Cabinet under the Presidency of Miron 
Cristea, since 1925 Rumanian Patriarch. A new Constitution was 
promulgated by Carol on Feb. 20, in which executive and legislative 
powers passed into the hands of the king, and the administration of 

the country to army control. , , r 

In April, the king struck a decisive blow at Codreanu, leader ot 

The Iron Guard. The Government of King Carol anticipated 
Codreanu’s planned armed march upon Bucharest, arrested him and 
some fellow leaders, and on May 27 sentenced him to 10 years im¬ 
prisonment. It was later decided to transfer Codreanu and thirteen 
other Iron Guard prisoners to a military prison. During this trans¬ 
port the fourteen terrorists were shot by the police, who maintained 

that an effort had been made to rescue them. 

Premier Stoyadinovich of Yugoslavia has pursued during recen 

vears a policy of rapprochement with Germany and Italy, while con¬ 
firming YugLlavia’s existing amity with France, the Little Entente 

and the Balkan Entente. 



Chapter VII 

SOVIET RUSSIA AND ASIA. 1938 


I 

UNION OF SOVIET SOCIALIST REPUBLICS 

T he newly elected Soviet gathered in Moscow on Jan. 12, 

1938. The Supreme Soviet in its two parts, the Soviet of 
the Union and the Soviet of Nationalities, comprised not 
only statesmen, but heads of industries and collective farms, shop 
foremen, union leaders, managers of cooperative stores, soldiers, 
artists, scientists, and inventors, all in sympathy with Communism. 

Although treason and sabotage executions were not so frequent 
in 1938 as in 1937, the purge did not cease. March 2-15 brought 
the trial of 21 important persons. Among the defendants were; 
Alexander I. Rykov, after Lenin’s death Premier for almost seven 
years, and Nicolai Bukharin, former President of the Comintern and 
for years Editor of Izvestia. 

During 1938 the building of the Baikal-Mongolian line to Ulan 
Bator was accomplished. Following an excellent harvest, the year 
was marked by considerable prosperity. Trade with the United 
States promised to approach the figure of the previous year, $60,- 
000,000. In the ranks of labor there was a general increase in pro¬ 
ductivity that permitted wage increases of 5-13 per cent. 

The Soviet army in 1938 numbered 1,300,000 as opposed to the 
German army of i ,000,000. It was estimated that the Soviet Union 
had some 3,000 planes. For a number of years the Soviet Union 
relied on a large fleet of excellent submarines for defense, but in 
1935 the Russians began to plan large battleships. In 1938 heavy 

armor plate presses were being purchased in England and the 
United States. 

^ Litvinov’s policy as in previous years was to pursue peace collec¬ 
tively in the League of Nations and to take a firm stand against 
aggressors. In the Czechoslovakian crisis in September Soviet 
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Russia offered France and England her military support in the 
defense of Czechoslovakia, but they did not accept it. 

II 

JAPAN AND CHINA AT WAR 

At the beginning of 1938, Japan, after six months of her unde¬ 
clared war on China, had won a series of impressive military victories 
which had put vast stretches of territory in northern and central 
China into her hands and had given her control over China’s prin¬ 
cipal ports, railways, and sources of revenue. Most of China’s key 
cities and provincial capitals, besides the northern and southern 
capitals, Peiping and Nanking, also were in her possession. 

The drive on Shantung, which began early in January, was merely 
a prelude to the attempt to capture the vital Lung-Hai Railway. 
Before the end of the month, it culminated in the taking of Tsingtao, 
principal port of the province. In March, the Shantung drive was 
stalled by the stubborn resistance of the Chinese, especially along 
the Tientsin-Pukow Railway, where Chinese guerillas repeatedly 
tore up sections of the track, and on April 6 the Imperial Japanese 
forces for the first time in modern history were defeated on the 
battlefield, at Taierchwang in Shantung. 

On the Shansi Front, one of the major defensives of Japan’s war 
in China, and in the Northwest Provinces, there was continuous 
fighting throughout the year. Before the middle of April, the 
Chinese recaptured fifteen important cities in Shansi, North Honan, 
and Hopeh Provinces. Late in May, the Chinese troops in southern 
Shansi successfully attacked the last Japanese strongholds there in 
an attempt to keep the Japanese from getting control of the Lung- 
Hai Railway which runs through Central China from east to 
west. 

By mid-June, the torrential rains in both the Yangtze and the 
Yellow River regions had slowed down the Japanese advance and 
threatened all lines of communication. Then, when the dikes were 
cut or broken—no one knows which—the great, silt-laden Yellow 
River, often called “China’s Sorrow,’’ began to spread death and 
destruction over a 500-square mile area reaching seaward through 
Honan Province, sweeping away farms and villages, causing heavy 
losses in lives and property and an enormous loss of equipment to 
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the Japanese, setting back the campaign against Hankow for three 
months. 

Through the first weeks of October, smashing drives directed 
both at Hankow and at Canton pushed ruthlessly on. Then, -on Oct. 
21, the Japanese scored a spectacular victory as their tank corps 
rumbled through the streets of Canton. On Oct. 26, after 11 months 
of effort, Japanese army tanks by land and Japanese naval units in 
boats took possession of the city of Hankow. 

After the fall of Canton and Hankow, the Japanese armies, in¬ 
stead of marching victoriously forward, again were stalled by the 
Chinese who, converging unexpectedly from south, center, and 
north, once more took the offensive. 


A significant development in the war has been the emergence of 
the Chinese Communists and their famous Red Army as the main¬ 
stay of the Central Government in checking the Japanese invasion. 


HI 

turkey; death of ataturk 

The foreign policy of Turkey was based, as it has been constantly 
since 1920, on a firm friendship with the Soviet Union. The Balkan 
Pact uniting Greece, Yugoslavia, Rumania and Turkey, gained even 
greater importance after Germany’s victory over the Western democ¬ 
racies at Munich and the renewed German pressure towards the 
Balkans. The Near Eastern Pact including Iran, Iraq and Afghani¬ 
stan, iDesides Turkey, aims at giving Turkey a security on her Asiatic 

frontiers similar to that offered by the Balkan Pact for her European 
frontiers. 

The most important event in Turkish history during 1938 was 
the death on Nov. 10 of the President and founder of the Turkish 
Republic Kemal Ataturk. He had assumed office as President of 
the Republic on Oct. 29, 1923, and had been reelected three times. 
Mustapha Kemal set out to modernize his country. His program 
was the transformation of a backward, agrarian, oriental country 
into a modern, industrialized, progressive republic. He abolished 
the Sultanate and Caliphate, proclaimed Turkey a republic, gave her 
a most modern democratic Constitution, and overhauled her whole 
economic life. The Great National Assembly met immediately after 
his death and elected Ismet Inonu President of the Turkish Republic. 



Chapter VIII 


ANCIENT EMPIRES: PROGRESS 

AND PROBLEMS. 1938 

EGYPT-ARABIA-PALESTINE-SYRIA 

D uring 1938 the Egyptian army, with the help of a British 

military mission, was thoroughly modernized and enlarged. 
Preparations were made also for a rapid increase of the 
E&ypti^ri air force and for the creation of an Egyptian navy. On 
April 12, 1938, the new Parliament, the Seventh Parliament in 
Egypt) was opened by the King, who in his address from the throne 
promised a number of social and economic reforms. Egypt partici¬ 
pated also in negotiations for the Anglo-Italian Pact of April 16,1938. 

This pact which went into effect in November, regulated the in¬ 
fluence of the two signatories in Arabia. By it Great Britain ac¬ 
knowledged the equal rights of Italy there and in the Red Sea. 

During 1938 the whole Arab population of Palestine revolted 
against the British mandate. In July 1937 the British Government 
had proposed a partition of Palestine into an Arab state, a Jewish 
state, and a British mandated territory. A Commission which had 
been appointed in January submitted its report in October 1938, 
following which the British Government reached the conclusion that 
the difficulties involved in the proposal to create independent Arab 
and Jewish states inside Palestine were so great that this solution 
was impracticable, and announced in November 1938, that it would 
continue its responsibility for the government of Palestine. 

In the fall the Government took strong measures against an 
uprising which put the Arabs in control of the largest part of the 
country. At the end of October the British Government concen¬ 
trated 20,000 soldiers, with airplanes and tanks, in Palestine. 

Among Syria’s problems the most exacting was that of the 
Turkish minority in Alexandretta and Antioch. After long negotia¬ 
tions, this district was established, through Turkish pressure, as a 
practically independent state under nominal Syrian suzerainty, and 

received the Turkish name of Hatay. 
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Chapter I 

GENERAL WORLD CONDITIONS. 1939 

I 

WORLD PEACE 

T hree major events during 1939 were milestones on the 

road that led from the troubled peace of January to the 
widespread European war which broke out in September. 
The first event was the complete absorption by Germany in 
mid-March of the remaining portions of Czechoslovakia, in 
contradiction to the Pact of Munich and Hitler’s promises. 

The second event to stir the fears and antagonisms of the people 
and governments of the democracies was Italy’s seizure of Albania, 
which took place on April 8, after a brief military campaign in 
which Italian troops took Tirana, the capital. At the same time, 
Germany further increased her economic advantages by forcing 
Lithuania to cede to her the port of Memel, 

The third and final event on the road to war was Germany’s 

demand on Poland throughout August for the return of Danzig 

and the Polish Corridor to the Reich, On September i Germany 

invaded Poland, and two days later Great Britain and France de¬ 
clared war on the Reich. 

Poland was quickly subdued by Germany and divided between 
Germany and Russia, the latter having finally joined in the inva¬ 
sion. On Nov. 30 Russia attacked Finland, thus spreading the 
general infection of war. 

In the Far East, Japan’s invasion of China proceeded with 
alternate victories and setbacks, threatening to become a war of 
attrition in which Japan might pay dearly for early victories. 
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With world peace thus effectively destroyed, the League of 
Nations was convoked in extraordinary session in December to 
marshal world opinion against Russia and toward the aid of Finland. 

Meanwhile, peace plans were widely discussed in the democracies, 
and a number of proposals were made for creating a peaceful 
federation of nations when the war should be ended. 

The attitude of the United States toward the war may be 
summed up by saying that, although unwilling to be involved in 
the conflict, the overwhelming majority of the population were 
opposed to the Nazi and Communist regimes and to their policy 
o/ aggression, and American sympathies were definitely on the 
side of the Western democracies and Finland. The year closed 
with a peace plea delivered by the Pope on Christmas Eve, in 
which he strongly condemned aggression and called upon the 
nations for a new spirit of justice and international morality. 

II 

LEAGUE OF NATIONS 

During 1939 the Council of the League met Jan. 16-20, May 
22-27 Dec. 9-14. The regular September meetings of the 
Assembly and the Council were omitted because of the European 
war, but both bodies convened on Dec. 9 to act on Finland’s ap¬ 
peal against Russia (see below). Albania, Hungary, Peru and 
Spain resigned from the League during 1939, and the Council 
was finally reduced to two permanent members. The Assembly 
re-elected Bolivia to non-permanent membership in the Council 
and chose the Union of South Africa and Finland to succeed New 
Zealand and Peru. 

At its 104th meeting, in January, the Council adopted two reso¬ 
lutions ; It recalled its previous recommendations to League 
members regarding China and took into account the Chinese appeal 
for assistance and sanctions against Japan; and it denounced 
bombing of civilian populations in Spain as either intentional or 
negligent. The 105th session, in May, heard another appeal from 
the Chinese Government. It again condemned civilian bombings 
by Japan and urged League members to aid China practically. 

As required by the Convention of 1921 for the neutralization 
of the Aaland Islands, Finland and Sweden reported to the Coun- 
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cil their decision to refortify the Islands. The other signatories 
to the Convention formally agreed. However, the Council made 
no decision, at the insistence of Russia. 

Administration of the British Mandate over Palestine furnished 
the principal discussion by the Permanent Mandates Commission 
at its 36th session, June 8-29. The main cause of the trouble lay 
in Arab fear of Jewish domination. {See Palestine.) 

A committee of 13, appointed to report on the appeal of Finland 
made under Articles XI and XVI, declared Russia the aggressor 
and called on member states to lend all possible aid to Finland. The 
expulsion of Russia from membership on Dec. 14 was the first 
such action in the history of the League. 

III 

WORLD ECONOMICS 

During 1939 the dominant factor underlying world economics 
was the increasing political tension, which culminated in the out¬ 
break of war in September. In the United States the defense 
budget for 1939-40 carried appropriations of $1,320,000,000, the 
largest amount for any peacetime year. Note issues from January 
to July increased nearly $200,000,000, and commercial bank de¬ 
posits increased $1,500,000,000. Interest rates remained at low 
levels, but security prices dropped precipitously at the crisis, 
rising again slowly thereafter. New capital issues were in small 
volume, except for Federal Government issues. From April until 
October gold exports to the United States never fell below 
$250,000,000 per month; the gold reserves expanded from $14,565,- 
000,000 to $16,227,000,000. Exchange rates remained stable, 
chiefly because of the support of Exchange Equalization Funds. 

The European war, however, favored economic activity in the 
United States. Although the market for Government securities 
responded unfavorably, money rates for commercial loans in the 
open market remained unchanged and issues of Federal Reserve 
notes increased but little. The index of production, low the first 
four months of the year, rose sharply from August to October, 
as did the prices of basic commodities, while wholesale prices in¬ 
creased to a lesser extent. Later, however, a certain hesitancy 
developed. Security prices did not continue to rise. New capital 
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issues almost ceased except for Government issues, and construc¬ 
tion was at a low level. 

The immediate effect of the war, in England, was a tightening 
of money rates. At the end of October the Bank rate dropped to 
2 per cent. The Exchange Equalization Account ceased selling 
gold, and all the gold reserve of the Bank of England was trans¬ 
ferred to the Account. Foreign exchange could be obtained only 
through the Bank. All British residents, citizens or not, were 
required to register their holdings of foreign exchange and securi¬ 
ties, which they could transfer to outsiders only under exceptional 
circumstances. Thus the export of capital was prevented. Mini¬ 
mum prices were fixed for all securities. By the end of the year the 
foreign exchange rate of the pound was $3.88. 

In France, the budget carried defense expenditures for 1939-40 
of 40,885,000,000 francs, an amount equal to 49 per cent of total 
expenditures and 18 per cent of the national income. From Jan¬ 
uary to June 1939, 23,000,000,000 francs were borrowed, and the 
national debt stood at 444,000,000,000 francs. Note circulation of 
the Bank of France increased almost 14,000,000,000 francs from 
January to July. Gold holdings were strengthened by transfer of 
5,000,000,000 francs in April and again in August. Money rates 
in the market were much lower than in 1938, while security prices 
moved erratically but remained well above the 1938 level. 

Production increased generally during the year. War industries 
were most favored, but others, such as the export and automobile 
industries, also received benefits. Expansion was marked in the 
building industry. French prices, low in comparison with world 
prices, were a factor in stimulating a non-war demand. In a move¬ 
ment toward Government control, a new series of economic decrees 
issued in March and April aimed at three ends: an effective distri¬ 
bution of the labor force, a limitation upon consumption and the 
creation of money. 

After war broke out, the Bank of France took over the regula¬ 
tion of foreign exchange and securities. Commodity prices were 
fixed at September levels. Limits were set to increases in wages 
and profits. Embargoes were placed on the export of essential 
products. Direct advances from the Bank of France to the Gov¬ 
ernment increased almost 5,000,000,000 francs in the first two 
months of war. Note circulation increased 21,000,000,000 francs 
from the end of July to the end of October. By early December, 
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the franc weakened to 2.22 cents in the foreign exchange market. 

In Germany the Government budget is not made public. Expen¬ 
ditures for armaments can be judged only from changes in the 
Government debt, which in March 1939 totaled 30,743,000,000 
reichsmarks, an increase of almost 20,000,000,000 reichsmarks over 
1933. Note issues of the Reichbank expanded rapidly. 

The general index of productive activity rose even higher 
during the year. A labor shortage compelled the sacrifice of con¬ 
sumption goods to armaments. Dr. Schacht, chief opponent of 
inflation, was replaced as president of the Reichsbank byDr. Funk, 
Minister of Economics, who issued new currency in the form of 
tax certificates, which Government agencies were allowed to use 
in pa)unent of 40 per cent of their purchases. 

After war started, neither the Reichsbank nor private interest 
rates changed. Note issues of the Bank increased approximately 
2,000,000,000 reichsmarks. The new type of currency was dis¬ 
continued after market value fell to 94 per cent of the face value. 

In Latin America there was a recession similar to that in the 

United States. In Brazil the weakening of the currency caused 

price advances which disturbed business; in the Argentine, there 

was a bumper wheat crop, but the corn crop was very small. Before 

summer, foreign trade had expanded, causing foreign exchanges 

to improve. The Brazilian Exchange Equalization Fund served as 

a stabilizing influence. In Colombia the rate rose a little in March 

and remained high for the rest of the year. For Cuba and Chile 

the rate was very stable. In Mexico it declined in the summer, 

after the United States Treasury reduced its buying price for 
foreign silver. 


The outstanding feature in Japan was the increase in inflation. 

Wholesale and retail prices rose; production in many lines was 

pushed so far that shortages of labor resulted. A favorable balance 

of trade for the first 10 months of the year enabled the Bank of 

Japan to keep her gold reserves intact. However, when sterling 

dechried the foreign exchange did likewise. It was later stabilized 
by tying it to the value of the dollar. 


Conditions in China were far worse during 1939. Interest rates 

rose almost 25^ per cent over December 1938. The index of 

wholesale prices stood at 304 in September, compared to 159 at 

the end of last year, and the index of the cost of living rose from 
134 to 224 m the same period. 



Chapter II 

THE UNITED STATES. 1939 


I 

ECONOMIC SURVEY 


F rom the beginning of the year 1939 until early summer, 
there was a steady decline in most phases of the nation’s 
business. The summer brought a reversal in the trend, 
undoubtedly speeded by the beginning of the European war in 
September. By the year’s end certain lines of business activity 
were approaching all-time records. 

Industrial production was most encouraging. Increases were 
particularly evident in the output of iron and steel, flour, sugar, 
meat products, petroleum and electric power. Operations in the 
steel industry, which in early December reached 95 per cent of 
capacity, were at record high on the basis of actual output. One 
of the chief markets which tended to maintain high production 
was automobile manufacturing, in which production during the 
last quarter approached all-time records for that period. Spectac¬ 
ular production was also evident in machine-tool building and 


airplane manufacturing. 

Increased business activity was also reflected in a sharp upturn 
in prices in September. At the end of 1939, however, they were 
about where they had been a year previously. 

Factory employment in October registered a fifth consecutive 
monthly advance. Payrolls jumped to 101.3, against 84.2 in Octo¬ 
ber 1938. In all non-agricultural industries from May to November 
there was a gain of about 1,600,000 workers. There still remained 
millions out of work, however. The American Federation of Labor 
estimated the number as 10,000,000. 


6 
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II 

SEVENTY-SIXTH CONGRESS 

The President’s annual message at the opening of Congress was 
largely devoted to justifying the need of a continual spending pro¬ 
gram. As this would mean a tenth annual deficit, his program met 
considerable opposition. 

The President’s budget message proposed for the fiscal year 
ending July i, 1940, a budget of $9,000,000,000, of which recovery 
and relief were allotted $2,266,165,000. This expenditure, the 
President insisted, was necessary if the annual national income 
was to be increased to $80,000,000,000 a year, the point where it 
had been in 1929. Congress ultimately provided for expenditures 
of about $13,344,000,000. 

The Agricultural Appropriation Act (approved June 30, 1940) 
appropriated $1,194,178,633 for the Department of Agriculture 
and the Farm Credit Administration. The principal items included 
$499,560,000 to carry into effect the Soil Conservation and Allot¬ 
ment Act of 1936 and the Agricultural Adjustment Act of 1938; 
$225,000,000 for parity payments to producers of wheat, cotton, 
corn, rice and tobacco; $113,000,000 for disposal of surplus com¬ 
modities; $28,150,000 for the Farm Credit Administration, 
including $9,500,000 for the Federal Farm Mortgage Corporation, 
and $23,726,584 for the Soil Conservation Service. 

The Independent Offices Appropriation Act (approved March 
16) granted $1,678,847,840 for the Executive Office and various 
independent bureaus and offices. The most important appropria¬ 
tions were $561,098,000 for the Veterans Administration; $350,- 
000,000 for the Social Security Board; $295,000,000 for the 
Civilian Conservation Corps and to empower the Maritime Com¬ 
mission to carry out the Merchant Marine Act of 1936. 

The Interior Appropriation Act (approved May 10) carried 
$172,604,765 for the Department of the Interior. The appropria¬ 
tions included $35.i37»375 for the Bureau of Indian Affairs and 
$39*700,000 for the Bureau of Reclamation. The latter included 
$17,290,980 for vocational education: $17,523,282 for the National 
Park Service; $23,000,000 for the Grand Coulee project in Wash- 
ing^on, and $5,000,000 for the Colorado River project in Texas. 

In addition to a Relief Deficiency Act, which will be mentioned 
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later. Congress passed four Deficiency Appropriation Acts: The 
first (approved March 15) for $28,765,041; the second (approved 

in August) for $185,176,066. There was also an Urgent Deficiency 

Appropriation Act (approved June 30) for $3,099,377. 

Under the Monetary Act (approved July 6) the powers of the 
President and Secretary of the Treasury with respect to the stabili¬ 
zation fund authorized by the Gold Reserve Act of 1934 were 
extended until July 30, 1941. 

The National Defense Act (approved April 3) increased the 
serviceable airplanes in the army to 6,000; raised the commissioned 
strength of the army from 14,659 to 16,719, and the basic allotment 
of enlisted men in the army air corps from 21,500 to 45,000. It 
authorized $23,750,000 for rehabilitation and defense of the 
Panama Canal, and it increased the “educational orders” for muni¬ 
tions and war accessories from $2,000,000 annually to $34,500,000 
for the next three years, to be followed by $2,000,000 annually 
for four years. It also provided for a twelve per cent limita¬ 
tion on profits in all contracts for the purchase of aircraft for 
the army. 

In the Military Appropriation Act (approved April 26) Congress 
granted $508,789,824 to the army, and in addition authorized the 
Secretary of War to enter into contract obligations for $40,205,938. 
In a Supplemental Military Appropriation Act (approved July 3) 
Congress made additional grants of $223,398,047. 

To increase available personnel for the air force, a Civilian Pilot 
Training Act (approved June 27) was passed. Training by the 
Civil Aeronautics Authority is not to be denied on account of race, 
creed or color. An appropriation of $5,675,000 was made for the 
fiscal years 1939-40. 

The Naval Appropriation Act (approved May 25) granted 
$773,049,151. Of this $210,519,217 went for pay, subsistence and 
the transportation of personnel; $207,593,712 for construction of 
vessels previously authorized and for beginning work on others; 
$82,798,000 for naval aviation, and large amounts for public 
works and utilities under the Bureau of Yards and Docks. A 
Naval Air Base Act was approved on April 25, with appropriations 
not to exceed $65,000,000, and was supplemented by a Naval 
Public Works Act (approved June 2) authorizing the Secretary of 
the Navy to expend $36,000,000, on projects in various parts of 
the United States and its possessions. 
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The Hatch Political Activity Act (approved Aug. 2) made it 
unlawful: for any person employed in any administrative position 
by the United States to use his official authority for the purpose of 
influencing or affecting the election of candidates for Federal 
office; to deprive or threaten to deprive any person of employ¬ 
ment or other benefit made possible by an Act of Congress appro¬ 
priating funds for relief or work-relief on account of race, creed, 
color or political activity; for any person to use appropriations 
made for relief or work-relief for the purpose of influencing votes. 
In addition to other provisions of the Act, no person employed by 
the Federal Government may hold membership in a political party 
advocating the overthrow of our Constitutional form of govern¬ 
ment. 

At the President’s request a $725,000,000 Relief Deficiency Act 
(approved Feb. 4) was passed. According to its provisions, WPA 
funds may not be used to construct factories in competition with 
existing ones; any one refusing offer of private employment which 
he is capable of performing shall be dropped from the rolls; per¬ 
sons not in actual need shall be eliminated, and aliens may not be 
employed. Congress later added a $100,000,000 Relief Deficiency 
Act (approved April 13). 

For the fiscal year ending June 30, 1940, Congress passed the 
Emergency Relief Appropriation Act of 1939 (approved June 30). 
It carried appropriations for $1,755,600,000, the chief items of 
which being $1,477,000,000 for the Work Projects Administration 
(successor to the Works Progress Administration) ; $143,000,000 
for the FSA, and $100,000,000 for the NYA. 

The Social Security Act of 1939 cut down from to i per 

cent the old-age insurance tax on both employer and employee for 

the years 1940, 1941 and 1942. Benefits were provided for aged 

wives and widows, children and aged dependent parents, and the 

Act provided that old-age benefits should start Jan. i, 1940, instead 

of Jan. I, 1942. Seamen and certain agricultural laborers are now 
included under the Act. 

The chief provision of the Revenue Act of 1939 (approved 
June 29) was to wipe out the last vestiges of the undistributed 
profits tax on corporations and to substitute for it a flat 18 per 
cent levy on corporation incomes above $25,000. 

By the Public Salary Tax Act of 1939 (approved April 12) 
Congress provided for the taxation of the salaries of the employees 
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of a state or subdivision thereof, and at the same time consented 
to the imposition of income taxes by the states on the compensa¬ 
tion received after Dec. 31, 1938, by all officers and employees of 
the Federal Government. 

By the CCC Extension Act the life of the Civilian Conservation 
Corps -was extended from July i, 1940, to July i, 1943. 

Special Session of Congress. Scarcely two weeks after Con¬ 
gress adjourned, war broke out in Europe. The question of the 
arms embargo, which the President had hoped to have repealed, 
now became an immediate issue, and the President called for a 
special session of Congress to meet on Sept. 21 to deal with it. 
After nearly a month’s debate in the Senate the administration 
finally compromised on a “cash-and-carry” amendment, which re¬ 
newed a clause of the Neutrality Act that had lapsed in the spring. 

The Senate voted approval on Oct. 27. A week later the House 
voted to accept the bill. The President signed the revised Act on 
Nov. 4. 

The chief provisions of the new Neutrality Act follow: Arms 
may be sold to belligerents under the “cash-and-carry” policy, but 
title must be transferred in advance of shipment, and they may 
not be transported on Ajnerican ships; American ships may not 
carry passengers or goods to belligerent ports, with the present 
exception of specified ports outside Europe; use of American ports 
by belligerent submarines or armed merchantmen may be restricted 
by the President; with certain exceptions Americans may not travel 
on belligerent ships, and American merchant ships may not be 
armed. 


Ill 

SUPREME COURT 

Decisions. On Jan. 30 the Court rendered decision in the case of 
the Tennessee Valley Electric Power Company et al., appellants ver¬ 
sus the Tennessee Valley Authority et al., a case in which 14 private 
utility companies had questioned the constitutionality of the TVA 
to make and sell power in competition with private corcerns. By 
a 5 to 2 decision the Court held that “in no aspect of the suit” 
could the corporations have standing to maintain their case. 

On April 17 the Supreme Court ruled on the constitutionality 
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of the AAA in a case known as Mulford versus Smith. A group of 
Georgia farmers, protesting against the marketing quotas applied to 
the tobacco crop, insisted that under the Hoosic Mills decision of 

1936 the Agricultural Adjustment Act of 1938 was unconstitu¬ 
tional. By a vote of 6 to 2 the majority opinion upheld the Act. 

In a decision in the case of the National Labor Relations Board 
versus Fansteel Metallurgical Corporation, rendered Feb. 27, 
the Court by a 5 to 2 decision virtually outlawed the sit-down strike. 
The case arose from a sit-down strike which occurred in February 

1937 and was followed by the discharge of workers participating. 
The NLRB adjudged the Company guilty of illegal labor practices 
under the National Labor Relations Act and ordered the Com¬ 
pany to rehire the discharged workers. The Company’s appeal 
from the ruling was upheld by the Supreme Court. 

On March 27 the Supreme Court ended the theory of reciprocal 
immunity, which for many years has prevented the states from 
placing an income tax on Federal salaries and the Federal Govern¬ 
ment from levying upon the pay of state employees. 

Judiciary Appointments. The death of Associate Justice Cardozo 
in July 1938 opened the way for a third Roosevelt appointment to 
the Supreme Court. In January the honor fell to Felix Frankfurter, 
Professor of Administrative Law at the Harvard Law School. The 
resignation in February of Associate Justice Louis D. Brandeis 
gave the President a fourth opportunity. On March 20 he sent to 
the Senate the name of William Orville Douglas, the 40-year-old 
chairman of the Securities and Exchange Commission, previously a 
professor in the Yale Law School. 

The death on Nov. 20 of Associate Justice Pierce Butler of 
Minnesota removed from the Supreme Court one of the most 
consistent opponents of New Deal legislation. (On Jan. 4, 1940, 
President Roosevelt nominated Attorney General Frank Murphy 
to succeed Justice Butler.) 


IV 

FOREIGN RELATIONS 


In his annual message of Jan. 4 the President emphasized the 
dangers to American ideals of the dictator philosophies and strongly 
urged a niore adequate defense program. 
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When the European tension became greater during the spring, 
President Roosevelt made an appeal for peace in identical letters 
addressed to Chancellor Hitler and Premier Mussolini. He asked 
them to pledge lo years of peace, in return for which he would 
bring about a world conference on disarmament and for the pur¬ 
pose of giving the nations access to needed raw materials and 
products. Hitler replied only in a Reichstag speech of April 29, 
in which the note was resented and ridiculed. 

During the days preceding the outbreak of the European war in 
September, President Roosevelt dispatched a message to Victor 
Emmanuel, urging him to exercise Italy’s influence for the preserva¬ 
tion of peace. The President also sent urgent pleas to both Ger¬ 
many and Poland. To Hitler the President appealed that the 
conflict be warded off through consultation or arbitration. Similar 
alternatives were suggested to Poland. President Moscicki imme¬ 
diately replied that Poland would gladly accept Mr. Roosevelt’s 
suggestion. The President’s plea to Hitler apparently had no 
effect. 

On Sept. 5 the President issued two proclamations. The first was 
a formal and customary Proclamation of Neutrality; the second 
was one required under the Neutrality Act of 1937. The latter 
put an immediate embargo on shipment of arms, munitions, air¬ 
planes and airplane parts to Germany, Poland, France and Great 
Britain, India, Australia and New Zealand. Canada and South 
Africa were later included. {See above: Special Session of Con¬ 
gress. ) 

A Pan-American Conference on the "Safety of the Western 
Hemisphere” opened on Sept. 23 in Panama. The chief result was 
the proposal to establish a wide area around the Americas to be 
closed to the operation of armed ships. 

After Russia’s invasion of Finland on Nov. 30, President Roose¬ 
velt asserted that “the news of the Soviet naval and military bomb¬ 
ing within Finnish territory has come as a profound shock to the ^ 
Government and people of the United States.’’ The first reaction 
was an unofficial banning of the sale of American-built airplanes 
to Russia. 

Relations between the United States and Japan continued un¬ 
satisfactory during 1939. On Jan. i the Government announced 
the delivery of a strong note to Japan by Ambassador Joseph C. 
Grew, in which the United States Government rejected entirely the 
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Japanese thesis that a “new order” had arisen in Eastern Asia, 
and reserved “all rights of the United States as they exist.” 

Continued violations of the open-door policy in China finally 
brought renewed action by the United States. On July 26 the 
administration announced to Japan its intention of ending the 
American-Japanese trade treaty of 1911 six months from date. 
Japanese reaction was one of surprise and mild defiance. Still 
asserting that there was a “new situation in East Asia,” she ex¬ 
pressed a willingness to negotiate a new trade treaty which would 
recognize this situation. 

On Dec. 2 the Supreme Court of Mexico unanimously upheld 
the Government’s expropriation of the foreign oil lands. The 
decision rejected the appeal of 17 American, British and Dutch 
oil companies whose properties were seized March 18, 1938. 

Pursuing its good-neighbor policy, the State Department an¬ 
nounced on March 9 the conclusion of commercial and financial 
agreements between the United States and Brazil. 

On July 26 the President nominated Assistant Secretary of State 
Francis B. Sayre to the post of High Commissioner of the Philip¬ 
pines, left vacant by the resignation of Paul V. McNutt. Upon 
the resignation of John W. Troy as Governor of Alaska, the 
President on Sept. 2 appointed to the vacant post Ernest Gruening, 
chief of the Division of Islands and Tropical Possessions in the 
Department of the Interior. 



Chapter III 

LATIN AMERICAN COUNTRIES. lo^o 


I 

EXPROPRIATIONS UPHELD IN MEXICO 

I N March 1939 conversations on the Mexican oil expropriation 
controversy between President Cardenas and Donald R. Rich- 
berg, former counsel of the NRA, representing the companies, 
ended in a deadlock. A tentative agreement in the summer finally 
came to naught, and in August the controversy reached a new 
phase, when Undersecretary of State Sumner Welles urged both 
sides to place the properties under the temporary administration of 
a board of nine directors. 

On Dec. 2 the Mexican Supreme Court rendered a unanimous 
opinion sustaining the constitutionality of the expropriation decree. 
The decision also ruled that the companies had no legal claim to 
compensation for unextracted petroleum, but only for capital in¬ 
vested in the exploitation of oil lands, and that compensation might 
be deferred for ten years. 

The State Petroleum Board of Mexico, a state monopoly, which 
took over and operates the products of the expropriated oil com¬ 
panies, is faced with serious problems of marketing and storage. 
The boycott instituted by the former North American and British 
owners forced Mexico to turn to Italy and Germany for an outlet. 
Three barter deals with Italy provided for an exchange of rayon 
yarn and three tankers by the latter, for petroleum, but all de¬ 
liveries in 1939 have accounted for an average of only 400,000 
barrels monthly out of a total production of approximately 4.500,- 
000 barrels. The loss of the German petroleum market since the 
outbreak of the war in Europe has been a serious economic blow, 
since oil exports to the Reich amounted to almost one-half of the 
total shipments abroad. The decline in oil exports since September 
is causing unsold petroleum to accumulate in large amounts. 

u 


» 
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Silver continues to be of primary importance to Mexico’s na¬ 
tional economy, since in 193^ comprised 20.4 per cent of the 
total value of Mexican exports, and since, by export and produc¬ 
tion taxes, it accounts for over one-half of the country’s total 
revenues. The ban on further foreign silver purchases, voted by 
the United States Senate in June, would have had very severe 
repercussions in Mexico, had not President Roosevelt succeeded in 
persuading Congress to reconsider this measure. The European 
war, which stimulated silver hoarding in Europe, caused the price 
of silver to rally in the fall and the peso to rise somewhat. On 
Aug. 16, the Mexican Government abolished the 12 per cent export 
duty on silver, but even with the reduction of its price, there is 
still a net loss of income amounting to almost $5,000,000 for the 
industry. 

A determination to continue the program of land distribution, 
according to which 37,000,000 acres have been partitioned under 
President Cardenas in partial fulfillment of the promise to provide 
each peasant throughout the country with 20 hectares, was evident 
in the expropriation in February 1939 of over 50,000 acres of 
American-owned sugar lands in Sinaloa, properties of the United 
Sugar Company or its subsidiaries. 

II 

CENTRAL AMERICAN REPUBLICS 

A Treaty with Panama, replacing the Pact of 1903, was signed 
by the United States on July 25, 1939. By this new Treaty, the 
United States will now pay Panama an annual rental of 430,000 
balboas in perpetuity, instead of $250,000 annually which, since 
1 934 > the United States has offered in depreciated dollars and which 
Panama has refused to accept. This new gold basis of payment 
was made retroactive to 1934, and on Sept. 20, 1939, complete 
settlement of annuities in arrears was made. 

The Canal Zone was put under military control on Sept. 6, 1939, 
after the outbreak of the European war. Increases in the garrison 
now make the Canal the most heavily defended military position 
of the United States. In Panama, an Inter-American Conference 
of all the American Republics met from Sept. 23 to Oct. 2, to dis¬ 
cuss preservation of peace in the Western Hemisphere. During 
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the Conference, a 300-mile ocean safety belt about the continents, 
from which belligerents should be excluded, was proposed. 

A strengthening of the relations between Nicaragua and the 
United States followed the visit of President Somoza to Wash¬ 
ington in May, which resulted in a five-point agreement between 
the two countries, according to which; (i) The United States 
would study the possibility of a trans-Nicaraguan canal connecting 
the East coast with the Pacific; (2) Nicaragua would encourage 
North American investment and provide adequate dollar exchange; 

(3) the United States would set up credits of $2,000,000 to aid 
Nicaragua in purchasing United States machinery and equipment; 

(4) a United States officer would direct the military academy of 
the Nicaraguan National Guard and aid in establishing an aviation 
school; (5) the United States would help develop Nicaraguan 
manila hemp and rubber. 

In Costa Rica, a united front of all opposition parties, called 
the National Democratic Alliance, was formed to oppose Dr. 
Calderon Guardia in the approaching 1940 presidential elections. 
The year ended without any settlement of the dispute between 
Nicaragua and Honduras over a fertile strip of land valuable for 
banana growing situated on their borders. 

Ill 

SOUTH AMERICAN COUNTRIES 

On Aug. 23, 1939, the United States Department of State an¬ 
nounced an intention to negotiate a reciprocal trade treaty with 
Argentina, but the difficulty of arranging a satisfactory trade pact 
between two countries whose economies are essentially competitive 
led to the suspension of negotiations early in 1940. 

Argentina is preparing a formal claim of sovereignty over the 
region of the Antarctica, between the 20th and 68th meridians W. 
long., more than one-fourth of the area over which Byrd intends 
to establish United States sovereignty, maintaining that this area 
is a natural geographic dependency of the South American con¬ 
tinent. 

On April 24, 1939, President German Busch dissolved the Boliv¬ 
ian Congress, suspended the Constitution, abolished the courts 
and all existing laws and declared that the critical economic condi- 
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tion of the country demanded a totalitarian regime. The Busch 
dictatorship, however, ended four months later with the death, 
presumably through suicide, of President Busch. Gen. Carlos 
Quintanilla, chief of staff of the army, assumed the Presidency 
and on Oct. 6 re-established the 1938 Constitution. 

Important financial agreements were concluded between the 
United States and Brazil in March 1939. They include three 
items: (i) The extension of acceptance credits by the Export- 
Import Bank, amounting to $19,200,000; (2) further long-term 
credits up to $50,000,000, to be advanced by North American 
bankers; and (3) the transfer of gold up to $50,000,000, to enable 
Brazil to set up a genuine Central Reserve Bank. This attempt 
to combine the stimulation of inter-American trade with political 
or semipolitical objectives met with opposition in the United States 
Congress. 

A severe earthquake in Chile on Jan. 24, 1939, created an emer¬ 
gency situation which deferred action on fundamental problems. 
A loan bill authorizing 2,500,000,000 pesos for reconstruction and 
relief was passed in April. The new Popular Front Reform Gov¬ 
ernment’s primary concern, however, was with improving the status 
of the hitherto submerged working classes. The establishment of 
a Government monopoly of the sale and distribution of petroleum, 
which would force the Standard Oil Company of New Jersey 
and the Royal Dutch-Shell to liquidate properties valued at about 
$9,000,000 has been announced. 

In Colombia congressional elections on March 19, 1939, returned 
the Liberals to power in both Houses. The Government was com¬ 
mitted to an advanced program of land distribution, labor legisla¬ 
tion and other social reforms. President Santos, after the out¬ 
break of European war, sent messages to the American countries 
advocating solidarity in the preservation of neutrality. 

On Feb. i, 1939* Ecuador’s new Constitution, granting universal 
suffrage to all citizens over 18 years of age, was rejected by 
the new Congress, and the Constitution of 1906 was reinstated. 
Business was reported at a standstill after the death of President 
Narvaez in November, the banks’ refusal to extend credit and the 
lack of foreign currency preventing recovery. 

Jose Felix Estigarribia, commander of 
me Paraguayan forces in the Chaco war, was inaugurated Presi¬ 
dent of Paragpiay to serve a four-year term. 
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Constitutional status was given the dictatorship of President 
Oscar R. Benavides of Peru when lo amendments to the Con¬ 
stitution of 1933 were approved in a national plebiscite. Presi¬ 
dential and general elections were held on Oct. 22, 1939. The final 
vote elected Manuel Prado, candidate of a coalition of twelve 
Rightist parties supporting the Benavides administration, whose 
most constructive work has been the road-building program initiated 
in 1937. 

Uruguay became the focal point of western concern in the 
European war when the battle between the German pocket battle¬ 
ship Admiral Graf Spee and three British cruisers took place Dec. 
13 in the estuary of the River Plata, well within the 300-mile 
neutrality belt set up by the Panama Conference {see Panama). 
In accord with the Hague Convention of 1907, Uruguay ordered 
the Graf Spee to leave the port of Montevideo, where she had 
taken refuge, and as a result the vessel was scuttled on Dec. 17 
by her commander, Capt. Hans Langsdorff, who later committed 
suicide in Buenos Aires. 

It was Uruguay’s initiative which caused a united Latin Ameri¬ 
can demand that Russia be expelled from the League of Nations 
for her invasion of Finland. 

After a year of negotiations, a reciprocal trade agreement be¬ 
tween the United States and Venezuela was signed on Nov. 6, 
1939, to take effect Dec. 16. The principal concession made by 
the United States was the reduction by 50 per cent of the import 
tax on crude petroleum. This concession is of the greatest impor¬ 
tance to Venezuela, since crude petroleum and fuel oil constitute 
85 to 90 per cent of her exports. 

IV 

CUBA, PUERTO RICO AND HAITI 

A crisis resulted in Cuba from the Constituent Assembly elec¬ 
tions on Nov. 15; the opposition coalition gained 41 seats, the 
Batista factions only 35. It spelled the potential defeat of the 
Laredo Bru administration in May 1940, and of Colonel Batista, 
Chief of Staff of the army and virtual dictator. The Military 
Retirement Bill, passed by Congress on Nov. 28, reduced the 
army, then the largest in Cuban history, and permitted the retire- 
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merit of Batista. He was subsequently nominated as presidential 
candidate for the 1940 elections by the Socialist Democrats and 
the Communists. 

Cuban silver declined to 84 cents in July prior to the passage of 
the Casabuena Bill, which was designed to arrest depreciation. 
President Roosevelt temporarily suspended Cuban sugar quotas 
in September. In December, however, the 1940 quotas were estab¬ 
lished, allotting Cuba 1,923,680 short tons. 

The second American Regional Labor Conference of the Inter¬ 
national Labor Office met in Havana in November, with sixteen 
countries represented. 

In Puerto Rico a change in administration took place on June 6, 
when President Roosevelt appointed Admiral William D. Leahy, 
retiring Chief of Naval Operations, to succeed Gen. Blanton Win- 
ship as Governor. Continued economic distress was evident from 
the large numbers of unemployed. This is partly attributable to 
the sugar quota restrictions. On the outbreak of European war 
in September, the restrictions were temporarily discontinued, and 
new acreage was planted. The quotas for 1940, restored by Presi¬ 
dent Roosevelt in December, indicated a slight reduction in the 
number of tons. 

On Feb. 17, 1939, the Haitian Government received $275,000 
from the Dominican Government in a compromise settlement of 
amounts claimed for the killing in riots of Haitian nationals in 
Dominican territory in October 1937. 

The Dominican Republic informed the Evian Intergovernmental 
Committee on Refugees that it had room for 100,000 immigrants, 
provided that each be furnished with a $500 landing tax. 
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I 

GREAT BRITAIN I CABINET CHANGES; FOREIGN POLICY; WAR 

I 

C ABINET changes were announced as follows on Jan. 28, 

1939: Sir Thomas Inskip became Secretary for the Domin¬ 
ions; Admiral of the Fleet Lord Chatfield succeeded him 
as Minister for the Coordination of Defense; Sir R. H. Dorman- 
Smith, M. P., became Minister of Agriculture, replacing Mr. W. 
S. Morrison; Lord Winterton accepted appointment as Paymaster 
General and left the Cabinet. About three months later further 
ministerial changes were announced: A new ministry, the Ministry 
of Supply, was set up under Mr. Leslie Burgin; Capt. Euan Wal¬ 
lace, financial secretary to the Treasury, became Minister of 
Transport; Captain H. C. F. Crookshank, Minister of Mines, took 
Captain Wallace’s post at the Treasury, and was himself succeeded 
by Mr. Geoffrey Lloyd, parliamentary undersecretary for the Home 
Office. Mr. Burgin and Captain Wallace were given seats in the 

Cabinet, increasing its size to twenty-three. 

Unemployment decreased considerably during the first half of 
1939, but despite this there was a falling off in trade. Shipbuilding 
declined sharply during the first part of the year. Naval construc¬ 
tion, however, was pushed rapidly. In January the gunboat Grass¬ 
hopper and two destroyers, the Kipling and Kelvin, were launched; 
later the battleship King George V and its sister ship Prince of 
Wales. A serious loss was that of the submarine Thetis in June. 

The budget which was presented to the House of Commons by 
the Chancellor of the Exchequer on April 25 provided for a total 
expenditure of £942,000,000 to be met from revenue and £380,- 
000,000 to be met from loans. The burden of taxation was 

noticeably increased. 

20 
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The visit of the King and Queen to Canada and the United 
States in May did much to foster good feeling. (See Canada.) 

In order to understand why war became inevitable, it is neces¬ 
sary to consider some of the preceding events. The British Gov¬ 
ernment allowed to pass unchallenged the first step toward Japanese 
hegemony in the Far East, part of the intent of which is to oust 
the British from the Orient. It protested, then yielded to, the 
annexation of Abyssinia. It took no forceful stand against German 
reoccupation of the Rhineland, annexation of Austria and dis¬ 
memberment of Czechoslovakia. Insofar as its policy toward 
Spain was neutral, it was a neutrality benevolent to Fascism. The 
price of the appeasement policy was paid by Abyssinia, Austria, 
Czechoslovakia and Republican Spain; though during that time 
Britain gained time to prepare. 

It is probably true that the appeasement policy of the British 
Government was tied up with the hope that Hitler would be 
satisfied when those parts of Europe inhabited by German-speaking 
people were annexed to the Reich. That hope was shattered on 
March 14, when German troops marched into Bohemia-Moravia. 
Chamberlain denounced this action as in violation of the Munich 
agreement and recalled Sir Nevile Henderson, the British Ambas¬ 
sador to Berlin. On March 31 Chamberlain announced that Great 
Britain and France were pledged to aid Poland in case her inde¬ 
pendence was threatened. Nine days earlier Lithuania had sur¬ 
rendered Memel to Germany, and it was clear that Hitler was 
contemplating a thrust to the east. The British Ambassador returned 
to Berlin on April 23. Five days later Hitler demanded that 
Poland cede Danzig and a road across the Polish Corridor to 
Germany. On June 29 the British Foreign Secretary warned 
Germany that Britain was ready to fight, and on July 10 Chamber- 

lain gave explicit assurance that an attack on Danzig would cause 
Britain to declare war. 

As late as Aug. 28, the British Ambassador to Berlin, Sir Nevile 
Henderson, made it clear to Hitler that what constituted “a clear 
threat would be decided by the British themselves and not by the 
Poles. In reply Hitler said that the German Government would 
expect a Polish emissary with full powers to reach Berlin on the 
next day, Aug. 30. Through their Ambassador in Berlin, the 
British suggested that the Germans enter into direct discussions 
with the Polish Government and that the German proposals be given 
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to the Polish Ambassador. This the German Government was un¬ 
willing to do. At 6:30 p.M. on Aug. 31 the Polish Ambassador 
called at the German Foreign Office, but it was too late. In the 
early morning of Sept, i the German invasion of Poland began. 
This invasion ended Anglo-German negotiations. Parliament was 
summoned, and at ii a.m. Sunday, Sept. 3, Great Britain was at 
war with Germany. 

The war Cabinet consisted of nine members: the Prime Minister, 
Chancellor of the Exchequer, Secretary for Foreign Affairs, Min¬ 
ister for Coordination of Defense, First Lord of the Admiralty, 
Secretary for War, Secretary for Air, the Lord Privy Seal, and a 
Minister without portfolio (Lord Hankey). Winston Churchill 
became First Lord of the Admiralty. Anthony Eden became Sec¬ 
retary of State for the Dominions, with special access to the war 
Cabinet. Sir Thomas Inskip became Lord Chancellor. The Opposi¬ 
tion declined any place in the Government, which is a Conserva¬ 
tive, not a Coalition Government. 

On the evening of Sept. 3, the Athenia, with 1,416 persons 
aboard, was torpedoed about 200 miles off the Northwest coast 
of Scotland, with a heavy loss of life. This afforded evidence 
that German naval vessels had taken war stations before the war 


began. A daring feat was the German penetration of Scapa Flow 
and the sinking of the Royal Oak, with which some 700 men went 
down. Three days later the aircraft carrier Courageous was lost. 

The most important naval agreement of 1939 took place off the 
coast of Uruguay on Dec. 13. Early that morning the heavy 
cruiser Admiral Graf Spee, one of Germany’s three “pocket battle¬ 
ships,” was sighted by three British cruisers, Ajax, Achilles and 
Exeter. A running naval battle took place, in which the Exeter 
suffered severely, but the Spee was so badly damaged that she fled 
for refuge to Montevideo. On Dec. 17, faced with the alternative 
of leaving Montevideo or being interned for the duration of the 
war, the Spee steamed out of the harbor and at 7130 in the evening 
she sank—scuttled by her crew and shattered by an explosion set 
off by her captain, who later committed suicide in Buenos Aires. 
Thus the only important naval engagement of the year ended in a 
British victory. The chief means on which the British seem to 
rely to defeat Germany is economic strangulation. On Nov. 21 
the Prime Minister announced that in reprisal for the German 
methods of warfare, an Order in Council would be issued making 
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exports of German origin or ownership subject to seizure on the 
high seas. 


II 

EIRE AND NORTHERN IRELAND 

The partition question in Ireland resulted in a terrorist cam¬ 
paign throughout 1939. Bomb outrages occurred in London, Liver¬ 
pool, Birmingham, Manchester and Belfast, which were blamed on 
the discredited I.R.A. (Irish Republican Army), and Great Britain, 
Northern Ireland and Eire all took drastic action. 

In Eire on Feb. 8, two bills were introduced in the Bail. The 
Treason Act prescribed the death penalty for persons guilty of 
treason as defined in the Irish Constitution, whether the act was 
committed within or outside the state. The Offense against the 
State Act made it possible to intern extremists without trial. 

In Great Britain a Prevention of Violence Act was passed, under 
which British subjects entering England from abroad, who were 
suspected of being plotters, might be deported without trial. In 
Northern Ireland the constabulary was strengthened and the re¬ 
serve force enlarged. 

In the war between Great Britain and Germany the De Valera 
Government of Eire maintained a policy of strict neutrality. 

A grave situation developed in November, when four of the 

imprisoned I.R.A. members staged a hunger strike. Premier De 

Valera declared that the Government would reluctantly let the men 

die rather than “impair the safety of the State as a whole," but 

two strikers were released on Nov. 15, and two were taken to a 

military hospital. On Dec. 2 the Government released 54 untried 
prisoners. 

Early in 1939 it was announced that £5,500,000 would be spent 
on an enlarged defense program and the building of air fields. 
The regular army was raised from 7,000 to 8,000 men. The an¬ 
nual budget outlay for the army was raised to £2,250,000. 

Partly as a result of the defense program, the income tax was 
raised one shilling on the pound (5 per cent). Surtaxes and 
special taxes on high incomes were also raised, as was the duty 
on tobacco. The budget totaled £32,522,000. On Nov. 8 the in¬ 
come tax was increased another shilling to the pound. 
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Animosity between Eire and Northern Ireland burst forth again 
in April 1939, when the British Government announced a con¬ 
scription plan to include Northern Ireland. The Irish Nationalists 
at Londonderry dispatched a message to Premier De Valera, and 
the latter protested to London. After a few tense days Prime 
Minister Chamberlain announced that the plan had been dropped. 

Ulster enjoyed a marked improvement in economic conditions in 
1939, owing to the British Government’s rearmament program. 
Unemployment decreased by more than 30,000 during the first half 
of the year. The sharpest improvement occurred in the shipbuilding 
industry. 


Ill 

India’s attitude toward war 

Early in January 1939, the more moderate policies of Mohandas 
K. Gandhi received a setback in the re-election of Subhas Chandra 
Bose as President of the Congress party, which now controls eight 
of the eleven provinces of British India. At the All-India Congress 
meeting at Tripuri, on March 11, a resolution was adopted which 
rejected the Government of India Act of 1935 and called for 
independence through a Constitution to be framed by a popular 

assembly. 

There are many racial and minority groups in India, all of whose 
rights the British Government feels bound to protect, and it is clear 
that the Congress does not represent the various minority groups. 

When the European war broke out in September, the question 
that faced the Congress party was what part India would play in 
the conflict. Mohandas Gandhi asked for a clear statement of 
Britain’s war aims, and shortly afterward he demanded that Britain 
make the independence of India one of those aims. The Congress 
party voted not to support Britain unless India was promised free¬ 
dom. Many of the Indian Princes, however, immediately offered 

their loyalty and resources to the King-Emperor. 

All through November, Gandhi, speaking for the Congress party, 
continued to demand a pledge of India’s independence as the price 
of cooperation in the European war. On Dec. 27 the first con¬ 
tingent of Indian troops, consisting entirely of Moslems, arrived on 
French soil to fight in the war against Germany. 
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IV 

THE DOMINION OF CANADA 

The year 1939 in Canada was dominated by two events char¬ 
acterized by diametrically opposite emotions—the enthusiasm occa¬ 
sioned by the visit of King George VI and Queen Elizabeth and 
the shadow cast by the outbreak of war in Europe. Overtopping 
all else in Canada in 1939 was the decision of the Dominion Gov¬ 
ernment to stand with the United Kingdom in the war against 
Germany. This decision was reached on Sept. 10 and was made 
without opposition in Parliament, the first declaration of war 

ever made by the Canadian Parliament. 

Although the Dominion had not by the end of 1939 sent a large 
expeditionary force to France, its industries were completely mobi¬ 
lized for war purposes; some 60,000 men were in training, and on 
Dec. 18 the vanguard of the Canadian army arrived in Great Britain 
to join the British forces. 

Contrasting with the sobriety with which Canada entered the 
world conflict was the carnival spirit exhibited three months earlier 
as the Dominion greeted King George VI and Queen Elizabeth. It 
was the first time that a British monarch had set foot on Canadian 
soil during his reign. The King and Queen arrived at Quebec on 
the morning of May 17, on the S. S. Empress of Australia and 
sailed from Halifax after their country-wide tour on June 15. At 
Quebec a state dinner was held for the royal couple. At Ottawa 
on May 19 the King and Queen sat before a formal session of 
Parliament, where the King gave royal assent to the bills passed 
at the 1939 session of Parliament. The King and Queen also made 
a trip to the New York World’s Fair and spent a week-end at 
President Roosevelt’s Hyde Park home, crossing back into Quebec 
province on June 12. 

The fourth session of the i8th Parliament of Canada was an 
unusually active and fruitful one. Agricultural aid received great 
attention. Industry was aided by grant of a 10 per cent income 
tax exemption on capital expenditures for plant expansion. Parlia¬ 
ment also adopted the greatest armament program ever undertaken 
by Canada in peacetime. The outbreak of war between Great 
Britain and Germany led to the summoning of a special session 
of Parliament, which met on Oct. 7 and adjourned on Nov. 13. 
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In addition to declaring war on Germany, the special session con¬ 
ferred special powers on the Cabinet and adopted a supplementary 
war budget carrying an extra $100,000,000 for defense. 

Taken as a whole, 1939 was an extraordinarily prosperous year 
for Canada. Crops were the best for many years; mining enjoyed 
another good year; industry was in the process of considerable 
expansion as a result of the war, and foreign trade was maintained 
at a high level. Canadian agriculture, the backbone of the Domin¬ 
ion’s economy, enjoyed the fourth largest wheat crop on record. 
A strict system of exchange control was set up on Sept. 16 to con¬ 
serve Canada’s foreign exchange balance. But despite the improve¬ 
ment in economic conditions, the unemployment relief rolls in 
September showed 541,500 persons throughout Canada were re¬ 
ceiving direct unemployment relief, only 2.2 per cent less than 
the number in September 1938. 


V 

AUSTRALIA AND NEW ZEALAND 

With the death of Prime Minister Joseph A. Lyons on April 7, 
Australia lost an experienced and beloved leader. After a brief 
interregnum, a new Cabinet drawn exclusively from the United 
Australian group was sworn in on April 26, with Robert G. 
Menzies as Prime Minister. 

War and preparation for war dominated Australian life in 1939. 
Climaxing its strong diplomatic support of the British Government 
since the Munich crisis, the Cabinet of Premier R. G. Menzies 
considered the United Kingdom’s declaration of war as binding 
upon Australia and immediately began efforts to make its participa¬ 
tion effective. Premier Menzies went forward with plans to send 
20,000 volunteers to Europe as soon as they had completed their 
training, and compulsory military service for domestic defense 

was restored. 

The general economic situation in the Commonwealth was not 
satisfactory. Severe drought and the continuance of low prices for 
wheat, wool and meat adversely affected the country’s financial 
position. Expanding home industries kept unemployment at a low 
level, but fiscal difficulties nevertheless arose. With the outbreak 
of war some of these difficulties were mitigated. On Sept. 5 Prime 



1939 


THE BRITISH COMMONWEALTH 27 

Minister Menzies announced that the United Kingdom would pur¬ 
chase the entire Australian wool clip for the duration of the con¬ 
flict. Britain has also increased its quota for Australian sugar and 
agreed to absorb the surplus of meat, butter, fruits and other foods. 

In November 1939 New Zealand was confronted with the press¬ 
ing problems of peace and war. The outstanding progressive de¬ 
velopment of the year occurred on April i, when the augmented 
social security plan formally went into effect. 

True to its strong British ties. New Zealand organized a fully 
equipped volunteer division of some 20,000 men for service over¬ 
seas and expanded its air-training program to provide the Empire 

with aviation personnel. 


VI 

UNION OF SOUTH AFRICA 

The Government of South Africa, in response to a growing 
racial antagonism fostered by the Nationalist party opposition, in 
1939 enacted the Asiatics (Transvaal Land and Trading) Act, 
segregating Indians within their places of residence and business. 
The Union, with British assistance, proceeded with its £6,000,000 
defense program. On the issue of military assistance to Britain the 
United Party Cabinet of General Hertzog fell. On Sept. 4 Hertzog 
introduced in Parliament a motion for the continuance of diplo¬ 
matic relations with Germany, which Parliament immediately re¬ 
jected. Under a new Government formed by General Jan C. Smuts, 
defense preparations were accelerated; but troops, he stated, would 
be used only for “home defense.” 
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WESTERN AND NORTHERN EUROPE. 1939 


I 

FRANCE PREPARES FOR WAR 

D uring the early part of 1939 the economic and financial 

situation of France steadily improved. In Parliament, the 
Daladier Cabinet was supported by a small majority of 
about 100 votes. In February the Government gave de jure recog¬ 
nition to the Franco regime in Spain. In April it declared, with 
Great Britain, its intention of assisting any state threatened by 
Germany. 

On April 21 Finance Minister Paul Reynaud explained the 
necessity for new financial measures. In addition to the “ordinary 
budget” voted for 1939, of 65,000,000,000 francs, there existed an 
“extraordinary” budget of 28,000,000,000 francs, of which 26,- 
000,000,000 was earmarked for national defense. 

President Lebrun, whose seven-year term expired in the spring, 
was prevailed upon to run again, and was re-elected on the first 
ballot. The Daladier Cabinet remained intact. 

In view of the precarious European situation, the Cabinet decreed 
on July 28 that the life of the present Chamber, the mandate of 
which would normally expire in the spring of 1940, would be 
extended to June i, 1942. 

The creation of the Bohemia-Moravia Protectorate by Germany 
in March brought strong protests from France, who, together with 
Great Britain and Russia, refused to validate the annexation. On 
March 17 Premier Daladier was granted the power of ruling by 
decree. After April 28, when Hitler declared his claims on Poland, 
France took steps to implement its guarantee to that country. The 
guarantee had little practical value, it was felt, unless Russia would 
become a party to it. On May 22 Lord Halifax, British Foreign 
Minister, arrived in Paris to discuss the possibility of a pact be- 
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tween Russia, France and Great Britain, but, owing in part to the 
French Government’s unwillingness to encourage the French Com¬ 
munists, the negotiations dragged. 

As tension between Poland and Germany increased, new efforts 

were made to conclude a treaty with Russia, and French and 
British military experts arrived in Moscow for conference on Aug. 
II. A week later a commercial credit of 430,000,000 francs was 
extended to Poland, and thereafter France took extraordinary 
military precautions. 

On Aug. 23, however, while French and British military experts 
were still in Moscow, the signing of the startling Russo-German 
non-aggression pact was announced. 

Upon the German invasion of Poland on Sept, i, the Council 
of Ministers decreed a general mobilization. Parliament was sum¬ 
moned for an extraordinary session on the same day. When the 
time given Germany to cease hostilities expired, at 5 p.m. on 
Sept. 3, Premier Daladier announced that a state of war existed 
between France and Germany. This was a few hours after the 
British declaration. The next day the first war communique an¬ 
nounced that hostilities had begun along the Maginot Line. Foreign 
Minister Bonnet then signed a protocol with the Polish Ambas¬ 
sador in Paris, according to which the two countries pledged them¬ 
selves to conclude neither an armistice nor a separate peace 
with Germany. 

A new series of decrees was promptly published. These estab¬ 
lished a foreign exchange control and regulated the export of 
capital; made compulsory the declaration of foreign holdings; for¬ 
bade the increase in wholesale and retail prices above the Sept, i 
level; imposed graduated surtaxes on profits to discourage profiteer¬ 
ing, and ordered the dissolution of the French Communist party, 
which had supported the Nazi-Soviet Pact. 

By the end of October food rationing was instituted; Monday 

was made a meatless day, and the sale of beef was forbidden on 

Tuesdays. Gasoline was also rationed. Whereas wheat planting 

had been limited formerly, a November decree encouraged its un¬ 
restricted production. 

On Nov. 30 Premier Daladier requested the Chamber to extend 

his power to rule by decree. At the end of a 12-hour debate he 

obtained the extension. On the next day the Senate, too, granted 
him full powers. 
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At the third meeting of the Supreme Allied War Council, in 
November, it w^as announced that an economic accord had been 
reached by France and Great Britain. 

Finance Minister Reynaud asked for a civil budget for 1940 of 
79,000,000,000 francs, which was finally passed unanimously on 
Dec. 14. The military budget came next, and the Deputies approved 
Daladier’s request for credits to the amount of more than 55,000,- 
000,000 francs for the first three months of 1940. 

II 

GERMANY INVADES POLAND 

In 1939 National Socialist expansionism put an end to the peace 
of Europe. The Nazi steps toward increased Lehensraum, which 
forced the Allied declaration of war against Germany on Sept. 3, 
were these: the subjugation of Czechoslovakia; the annexation of 
Memel, and, finally, the invasion of Poland. They brought within 
the jurisdiction of the Reich an additional 100,000 square miles, 
together with a population of, roughly, 28,000,000. They put an 
end to the policy, hitherto proclaimed, of incorporating only Ger¬ 
mans within the rule of the Reich. 

Germany marched troops into Czechoslovakia on March 14, 
after the separatist movement which Nazis had been fomenting in 
Slovakia had come to a head; and on March 15, as the result 
of a visit to Hitler, President Hacha signed the agreement which 
created the Bohemia-Moravia Protectorate. Slovakia retained a 
nominal autonomy under strict Nazi “protection.” 

A few days later Chancellor Hitler forced the Foreign Minister 
of Lithuania, under threat of ultimatums, to cede Memel (March 
22). These two seizures marked the end of the Allied appease¬ 
ment policy; Britain and France therewith proceeded to guarantee 
nations menaced by the Swastika. 

In April, speaking before the Reichstag, Hitler denounced the 
1934 German non-aggression treaty with Poland and stated his 
demands on that country. These included Danzig and an avenue 
through the Polish Corridor to connect East Prussia with Ger¬ 
many proper. Early in May, in a move to intimidate Poland, he 
made public the conversion of the Rome-Berlin Axis into an out¬ 
right military alliance and proceeded therewith to bring such pres- 
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sure to bear on Hungary, Yugoslavia and Bulgaria as to rnake 
their being guaranteed by Britain extremely unlikely. Relations 
with Poland were steadily aggravated, and the attempts of Sir 
Nevile Henderson, British Ambassador in Berlin, to effect a settle- 
ment were vain. On Aug. 21 Hitler played his trump card, the 
Russo-German non-aggression pact signed (Aug. 24) which stag¬ 
gered the world. 

On the morning of Sept, i, the German army moved against 
Poland, and the aerial bombardment of Polish cities began. Two 
days later. Great Britain and France, in fulfillment of their pledges 
to Poland, declared war on Germany. Italy remained non-com¬ 
batant. Russia abandoned her neutrality with an invasion of Poland 
from the east on Sept. 17. 

The Blitzkrieg accomplished the conquest of Poland in four 
weeks’ time. Parts of western Poland were then joined to Ger¬ 
many directly; the remainder of the German share was organized 
as a Government-General of Poland, with Cracow as the capital 
and Dr. Hans Frank as Governor General. The Poles, reduced 
to a helot condition, were to be removed from Western Poland, 
which was to be repopulated by German minorities recruited else¬ 
where. {See also Poland.) 

This was but a part of a vast repatriation program, announced 
in mid-October, which would eventually settle in Germany 3,000,- 
000 Germans then dwelling in eastern and southeastern Europe. It 
encompassed the Baltic states as well, especially Latvia and Estonia, 
where German families, some in residence there for centuries, 
heeded the Fiihrer’s summons “home to the Reich” and were 
repatriated virtually overnight. 

During 1939 the internal economic situation of Germany steadily 
deteriorated. The application of the nation’s manpower and ma¬ 
terials to armament production resulted early in the year in food 
and labor shortages, an unfavorable trade balance and ceiling 
taxes. The removal of Dr. Schacht as chief financial adviser meant 
the final repudiation of conservative economic theory and practice. 
In February the length of the workday was increased; a Govern¬ 
ment decree introduced forced labor for national construction 

jobs and compelled employees desirous of quitting work to apply 
for a permit. 

The supply of consumption goods fell behind requirements as 
concentration on armaments and war materials increased. Exports, 
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especially of finished goods, which had declined in 1938, dropped 
sharply in 1939, as British efforts to ease Germany’s trade position 
ceased with the invasion of Czechoslovakia. While German re¬ 
serves of foreign exchange were used more and more to procure 
raw materials for war production, an acute shortage of foodstuffs 
developed, which the marketing of substitutes barely mitigated. In 
its May report the Institute for Economic Inquiry stressed the 
gravity of the labor and raw materials shortages and the perilous 
state of the transport system. 

The income tax mounted. Already in the fiscal year 1938-39 
it was 29 per cent of the national income (18 in the United States, 
19.6 in Britain) ; and to this must be added compulsory social 
insurance and “voluntary” contributions to social welfare—^bring¬ 
ing the total up to 38 per cent. 

An actual state of war could effect no drastic changes in an 
economy geared for so long to wartime conditions. On Sept. 4, 
however, a law increased by 50 per cent income tax assessments 
on all incomes over $1,000 a year, imposed special taxes on tobacco 
and spirits, decreased wages and prices. In August the first ration 
cards had been distributed. The workday in war industries was 
extended to 12 hours, in some instances to 14 or 16. The strain 
on the worker was, however, so great as to force on Jan. i, 1940, 
a return to the eight-hour day; only in war industries could the ten- 
hour day be enforced. 

The Government’s fear of internal unrest was reflected in its 
measures to prevent contact with the outside world. It made 
criminally punishable the act of listening to foreign broadcasts, even 
from neutral countries, and banned, on Jan. i, 1940, all foreign 
newspapers and periodicals. Hence, with strict censorship of letters 
passing to and from Germany, the people were entirely cut off 
from other countries. 


Ill 

NEUTRAL ITALY 

The fall of Barcelona on Jan. 26 was celebrated in Italy as a 
national victory. Virginio Gayda of the Italian press announced 
on Feb. 5 that Italian troops in Spain would stay there even after 
the complete defeat of the Loyalist armies. France regarded this 
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proposal as a threat to her security, and on Feb. 6 Prime Minister 
Chamberlain gave France a pledge that Britain would come to her 
assistance in the event that any of her “vital interests” were 
threatened. After Franco’s triumphal entry into Madrid on May 
19, the Italian troops largely returned to Italy. 

Rumors that Italy was preparing to take action in Albania, be¬ 
cause of her special interests there, received wide circulation in 
the spring of 1939. Early in April, Mussolini ordered his com¬ 
bined land, sea and air forces to invade Albania. Troops landed at 
Durazzo and three other ports on April 7. Tirana, the capital, fell 
the next day, while King Zog, Queen Geraldine and their two-day- 
old son were seeking refuge in Greece. On April 9 Rome announced 
that the entire country had been pacified. The Italians then set up 
a puppet government. The country was not made an integral part 
of Italy, but was joined to her in a personal union. Victor Em¬ 
manuel, in addition to being King of Italy and Emperor of Ethiopia, 
now became King of Albania, and a Lieutenant General adminis¬ 
tered the country. 

After the sudden final absorption of Czechoslovakia by Hitler in 
March, the leading spirits in Mussolini’s Cabinet felt that their only 
hope for expansion was to join with the Nazi war machine in a 
close military alliance. A lo-year “Pact of Steel” was therefore 
signed in Berlin on May 22 by Count Ciano and von Ribbentrop. 
Like the rest of the world, Mussolini was astonished in mid-summer 
on learning of Hitler’s imminent rapprochement with Stalin. The 
Fascist Government harbored strong antipathies to Communist 
doctrines and objected to any step which might give Russia a 
foothold in central Europe or the Balkans. 

With the King and the Italian people solidly behind him, Mus¬ 
solini was determined to do his utmost to keep Italy out of a 
possible European war. Moreover, up to the very last minute he 
strove to prevent its outbreak. When finally Germany invaded 
Poland in September and war had come, the Italian Government 
declared that Italy would remain neutral. Regardless of Italy’s 
desire for peace, however, as the Polish crisis deepened during the 
summer more and more men had been called to the colors, until 
by Sept. 3 no less than 1,800,000 men were believed to be in uni¬ 
form. At the^ same time Fascist Italy’s determination to be the 

in her strenuous 

efforts to increase her naval power. By the beginning of 1940 
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Italy probably had 125 submarines, more than any country in the 
world except possibly Soviet Russia. 

Italy’s struggle for autarchy was relaxed after the outbreak of 
war, since Mussolini wanted Italy to take advantage of her neutral 
position by selling manufactured goods to both sides. Italian 
industry was therefore forced to increase its imports of raw 
materials. 

On March 23, 1939, the new Chamber of Fasci and Corpora¬ 
tions was inaugurated to replace the former Chamber of Deputies. 
The new Chamber is, strictly speaking, not a parliamentary body, 
as the nation is represented in it according to its professional and 
economic interests rather than by its geographical subdivisions. 
The Chamber consists of from 650 to 700 men. 

In ecclesiastical affairs the most important events in 1939 were 
the death of Pope Pius XI on Feb. 10 and the election of Cardinal 
Pacelli, as Pius XII, on March 2. On Dec. 21 King Victor Em¬ 
manuel and Queen Helena paid a ceremonial visit to Pope Pius 
in the Vatican. A week later the pontiff returned the visit at the 
Quirinal. On the question of racism the Church continued to differ 
with the Fascist regime as the Government intensified its campaign 
against the Jews. 


IV 

END OF CIVIL WAR IN SPAIN 

The early months of 1939 saw the end of the civil war that had 
raged in Spain for nearly three years. On Dec. 23, 1938, General¬ 
issimo Franco led a new Insurgent offensive along the Segre 
River, which in munitions and men hopelessly outmatched Loyalist 
forces. By Jan. 15, 1939, the Insurgents had swept into Tarragona. 

From this point onward. Loyalist forces gave ground rapidly. 
Franco’s troops poured into Barcelona on Jan. 26, and Madrid 
finally surrendered on March 28, after withstanding siege for 
nearly 29 months. 

Subsequently, reprisals proceeded apace against Loyalists accused 
of civil or political crimes, through the operation of the Nationalist 
Tribunal of Political Responsibility. Reconstruction was placed 
under Joaquin Benjumea, director of the Bureau of Devastated 
Areas. Loans, gifts, fines and confiscations were expected to pro- 
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duce a restoration fund of 10,000,000,000 pesetas. All males 
between 18 and 50 were forced to work for the state fifteen days 
each year without pay, or to give an equivalent sum to the 
authorities. 

In October Madrid was re-established as the capital of the 
Nationalist Government. Franco adopted the title of El Caudillo, 
the Chief, and the Falange Espanola Tradicionalista remained the 
only legal political party. Responsible to Franco is the National 
Falangist Council of 75 members, with far-reaching power over 
matters of general policy, and a Junta of 19 members. 

The Church was reported to be returning to its pre-Republican 
status, having recovered much of its property and its control of 
education. The practice of the Government’s making an annual 
grant of 62,000,000 pesetas to pay clerical salaries was resumed 
in November. 

Great Britain and France accorded de jure recognition to the 
Franco regime shortly after the fall of Barcelona. On April 7 
Spain’s adherence to the Anti-Comintern Pact was announced. On 
Sept. 3 General Franco made an appeal by radio for localization 
of the German-Polish war. A decree of neutrality was promulgated 
by the Government on Sept. 4, and to the end of the year strict 
neutrality was maintained. 


V 

BELGIUM AND THE NETHERLANDS 

Early in 1939, after Premier Paul-Henri Spaak of Belgium 
completed a reconstruction of his Cabinet, he was assaulted by 
war veterans, who demanded his resignation owing to the Govern¬ 
ment’s appointment to the Royal Flemish Academy of Dr. Adrian 
Maertens, who had been accused of treason during the World War. 

Thereupon M. Pierlot, a member of the Catholic party, formed 
a Cabinet on Feb. 21. This Cabinet resigned on Feb. 27, owing to 
the opposition of the Socialists to a proposed reduction in expen¬ 
ditures. After two further attempts to organize a Cabinet, the 
King sipied a decree dissolving Parliament and fixing elections 
for April 2. In the elections the Catholics made gains everywhere, 
and the Liberals in the towns; the Socialists lost votes, except 
in Antwerp, and the Fascist Rexists were swept almost out of 
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existence. M. Pierlot then formed a Cabinet of Catholics and 
Liberals. 

The outstanding event in Belgium in 1939 was the completion 
of the Albert Canal, which protects all the large towns and im¬ 
portant industrial centers against invasion through the Netherlands. 

King Leopold, on behalf of the Oslo group, issued an appeal for 
peace on Aug. 23. A week later the King with Queen Wilhelmina 
of the Netherlands issued a joint offer of mediation, renewed in 
November. 

With war threatening, full mobilization was ordered on Aug. 28, 
and King Leopold assumed command of the army with extensive 
war powers. 

In the Netherlands, Premier Colijn’s Cabinet resigned on June 
30. Queen Wilhelmina finally induced Dr. Colijn on July 24 to 
form his fifth Cabinet. Three days later this short-lived Cabinet 
resigned. After protracted negotiations, Dirk Jan de Geer, a leader 
of the Christian Historical party, formed a Cabinet on Aug. 9. 

During the year both the navy and the air force were rapidly 
expanded. Hundreds of machine gun nests were constructed along 
the frontier, and anti-tank obstructions, batteries and land mines 
were spread along the border. Preparations were made to open the 
dikes in case of invasion. On Aug. 26 the German Minister in¬ 
formed the Queen that Germany would respect the inviolability of 
the Netherlands, in return for strict neutrality. 

War conditions dealt a severe blow to the economy of the 
Netherlands, as its normal trade was disrupted. One of the greatest 
marine disasters of 1939 occurred when the Simon Bolivar, a 
Netherlands passenger liner, struck a mine in the North Sea. 


VI 

BALTIC AND SCANDINAVIAN COUNTRIES 

In January 1939 Finland and Sweden agreed on a plan to fortify 
the Aaland Islands, in spite of objection by the Aaland Landsting. 
The two countries submitted their preliminary “Stockholm Plan” 
in April to the eight other countries who had signed the 1921 
agreements neutralizing the Islands. On May 22 the Stockholm 
agreement was placed before the League of Nations Council, but 
owing to Soviet opposition, no conclusive action was taken. 
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On the outbreak of war in the fall, Finland forbade passage 
of belligerent warships through its territorial waters in the vicinity 
of the Aaland Islands, and in December the Finnish Government 

announced that it was fortifying the Islands. 

Soviet pressure on Finland for a rapprochement was intensified 
after Britain and France became involved in war in September. 
Soviet forces along the Finnish border increased steadily, and the 
Finns dug trenches in anticipation of Soviet demands for military 
and air bases within Finnish territory. 

On Oct. 8 the Finnish Cabinet accepted the invitation of the 
U.S.S.R. to negotiate, and on Oct. 14 the Finnish delegation in 
Moscow received the complete Soviet demands. They included: 
(i) Cession of territory on the Karelian Isthmus; (2) revision 
of the Arctic frontier; (3) a 30-year lease of Finland’s fortified 
port of Hangoe; (4) cession of five islands in the Gulf of Finland; 
(5) non-fortification of the Aaland Islands. 

On Oct. 23 the Russians rejected Finnish compromise proposals, 
and negotiations between the two countries finally broke down on 
Nov. 13. On Nov. 26 the Soviet Government claimed that a Fin¬ 
nish frontier battery had fired on Soviet troops and demanded that 
the Finns withdraw from the border. The two governments came 
to no agreement, and on Nov. 30 Soviet airplanes bombed Helsinki, 
Viipuri (Viborg), Kotka and Hangoe. At the same time, invad¬ 
ing Russian troops seized Finland’s Arctic port of Petsamo and 
the Karelian border town of Terijoki, where the U.S.S.R. on 
Dec. I set up a Communist “People’s Government’’ as the legal 
regime in Finland. A new government at Helsinki, formed on 
Dec. I, with Risto Ryti as Premier, declared that Finland was 
willing to negotiate for a just peace, but would fight to the end to 
preserve Finnish independence. 

Although outnumbered heavily, the fighting Finns held off the 
invaders on the Karelian Isthmus, and through guerrilla tactics 
inflicted severe losses on the Russians in the Arctic region and in 
“the waist’’ of Finland in the vicinity of Suomussalmi. By the end 

of the year, several Russian divisions had been decimated, and 
much war material had been captured. 

After Germany’s absorption of Czechoslovakia in 1939 Juozas 
Urbsys, Foreign Minister of Lithuania, was invited to Berlin and 
presented with a virtual ultimatum to return to the Reich the for¬ 
mer German port of Memel seized by Lithuania in 1923. On 
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March 22 a non-aggression treaty was signed, in which the city 
was officially returned to Germany. 

On Oct. 10 a Russo-Lithuanian mutual-assistance pact was 
signed, which included Russia’s cession to the Lithuanian state of 
the territory of Vilna, which Russia had received in the September 
28 partition of Poland. In return Lithuania ceded to Soviet Russia 
military and naval bases within Lithuanian territory. 

At the outbreak of the European war in September, the U.S.S.R. 
was free to press its demands on Estonia, and the latter also signed 
on Sept. 28 a lo-year mutual-assistance pact with the U.S.S.R., 
in which it agreed to lease territory for naval and air bases. 

On Oct. 5, Latvia, too, signed a dictated mutual lo-year assis¬ 
tance pact with the Soviet Union, which provided that the Soviet 
Union might establish naval bases and build airdromes in Latvia 
and set up artillery bases along the coast. 

National defense was the major preoccupation of Sweden dur¬ 
ing 1939. Appropriations for defense amounted to $200,000,000. 

On the outbreak of war Sweden took steps to organize resis¬ 
tance in the Scandinavian countries to German and Soviet pressure 
and attempted to carry on normal trade relations with all countries, 
including belligerents. As 1939 closed, her peace was felt to be 
gravely imperiled by the Russo-Finnish war. 

On April 14 the Norwegian Storting was granted 20,000,000 
kroner to strengthen Norway’s air and naval defenses. At the 
convocation of Foreign Ministers of the Oslo groups in Oslo, 
Aug. 30-31, discussion centered on the maintenance of northern 

solidarity and neutrality. 

The American merchant vessel City of Flint, seized in the mid- 
Atlantic on Oct. 9 by the German pocket battleship Deutschland 
and put under command of a German prize crew, entered the Nor¬ 
wegian port of Tromso on Oct. 20 to take on supplies, but when 
the ship anchored for a stay at Haugesund on Nov. 3, in violation 
of Norwegian neutrality, Norway released the ship, interned the 
prize crew and returned the vessel to its American captain. 

On March 28 and 30 the Danish Ministry of Justice expelled 
five German Nazi propagandists. But the April 3 elections sent 
three Danish Nazi members to the Lower House of Parliament. 

As a result of the war in September, the Prime Ministers and 
Foreign Ministers of all the Scandinavian countries met in Copen¬ 
hagen and declared their determination to remain neutral. 



Chapter VI 




CENTRAL EUROPE AND THE BALKANS. 1939 

I 

ABSORPTION OF CZECHOSLOVAKIA; PARTITION OF POLAND 

T he Munich Pact of September 1938 reduced the territory 

and population of the Czechoslovak Republic by approxi¬ 
mately one-third, and transformed the republic into a 
federation consisting of three parts, Bohemia-Moravia, Slovakia 
and Carpathian Ukraine (the former Ruthenia). 

The greater racial homogeneity of the new Czechoslovakia 
did not shield it from German interference; nor could the greatest 
concessions preserve the remnant of its independence, with Ger¬ 
many intent on bringing its resources under Nazi control. A 
revolutionary movement, fomented by Germany, emerged in im¬ 
poverished Slovakia. The Prague Government arrested Slovak 
leaders, among them Dr. Tuka and Sano Mach, the Slovak propa¬ 
ganda minister; but it failed in its attempt to keep the unity of the 
state intact, owing to massed German opposition via radio and 
press. On March 13 Dr. Joseph Tiso, former Slovak Prime Min¬ 
ister, visited Chancellor Hitler. Two days later the Slovak Par¬ 
liament declared the separation of Slovakia from Czechoslovakia. 

On March 15, while German troops occupied Bohemia and 
Moravia, and Hungarian troops Carpathian Ukraine, Dr. Hacha 
signed in Berlin an agreement with the Reich by which on the fol¬ 
lowing day Bohemia and Moravia were declared a German Pro¬ 
tectorate. He himself remained head of a government subject to 
the will of a Reichs Protector, stationed at Prague to look after 
Nazi interests. The Czech army was dissolved. The autonomy of 
the country was precarious, and every phase of its life was subju¬ 
gated to Nazi requirements. On April 27, Gen. Alois Eliash was 
named Premier of the Protectorate Government, and Baron Con¬ 
stantin von Neurath, Reichs Protector. 

39 
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The new Slovakia was built on Fascist authoritarian principles, 
with its political life centered in the only party admitted, the Slovak 
People’s party, founded by the late Father Andrew Hlinka. The 
Constitution provides for a Parliament of 8o members elected for 
five years, who elect the President for a seven-year term. 

On Oct. 26 Dr. Tiso was elected first President of the Slovak 
Republic. By a military agreement of Aug. 18, the German army 
received the right of military operations along Slovakia’s border 
with Poland. Meanwhile economic and financial life seriously 
deteriorated, as lack of raw materials shut down many industries. 
The prosperity of Slovakia was entirely at the mercy of German 

assistance. 

On March 14, 1939, Carpathian Ukraine was invaded by Hun¬ 
gary and incorporated into her territory. 

The new Government of Bohemia-Moravia, in conformity with 
Nazi requirements, issued in May stringent regulations governing 
prices, wages, hours and the status of Jews. Czech monuments 
were removed, and in five important cities Czech mayors were 
replaced with German commissars. Czech resentment broke loose 
in demonstrations on Oct. 28, anniversary of the independence 
won in 1918. In mid-November further demonstrations resulted 
in the arrests and imprisonment or concentration of at least 1,200 
intellectuals and the closing of all Czech institutions of higher 
learning for three years. 

The Nazification of the Czech people progressed through other 
educational measures. While Czech schools were increasingly 
closed, German ones were opened. Students from the Reich were 
sent to Protectorate schools maintained by Czech taxes. The three 
German institutions of university rank were kept open, though 
there were not more than 240,000 Germans in the Protectorate. 

In 1939 Poland lost the independence she had regained as a 
result of the World War and reverted to the possession of Germany 
and Russia. The situation created by German demands on Poland 

_a way through the Corridor, the return of Danzig and others— 

reached a crisis in August with the conclusion of the Russo- 
German pact, signed on Aug. 24. When the attempts of Britain 
and France to settle these demands by negotiation proved futile, 
France closed its German border; Britain barred the Mediterranean 
and the Suez Canal to her own shipping and recalled her merchant¬ 
men from Baltic waters. On August 29 Poland further manned 
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its Slovak frontier, occupied by German troops. On the next 
day Hitler laid before the British Ambassador in Berlin his 
final demands. And on Aug. 31 the Reich announced via radio 
that, inasmuch as no Polish envoy had appeared for direct negotia¬ 
tions, the Government must consider its “16 points” rejected by 
Poland—to whom, it transpired later, they had not been submitted. 
On Sept. I, with Hitler reaffirming this position and denouncing 
Poland as the aggressor, German troops moved, and the bombing 
of Polish cities began. On Sept. 3, as guaranteed to Poland, Great 
Britain and France declared war on Germany. 

The Nazi Blitzkrieg accomplished the conquest of Poland in less 
than four weeks, owing to the physical impossibility of obtaining 
help from the Allies, the manifest inferiority of the Polish war 
machine, its delayed mobilization, and the ineptitude of its high 
command. Hope of further resistance failed when 1,000,000 
Soviet troops invaded eastern Poland on Sept. 17. 

On Sept. 27 an agreement was signed at Moscow which replaced 
the provisional partition of Sept. 22. Russia then withdrew from 
the Vistula to the Bug, surrendering territory with a Polish 
majority and retaining areas predominantly populated by White 
Russians and Ukrainians. Germany secured the richer part eco¬ 
nomically: her 69,700 square miles included the chief cities; the 
coal, textile, steel and chemical industries, and the valuable agri¬ 
cultural regions, Posen and Pomorze. Of the 21,000,000 popula¬ 
tion falling under her rule, 18,000,000 were Poles; 2,000,000 were 
Jews; fewer than 1,000,000 were Germans. Among the 13,000,000 
incorporated in the area gained by the U.S.S.R. (80,000 square 

miles) there were 8,000,000 White Russians and Ukrainians, 
1,300,000 Jews and 3,500,000 Poles. 

The Polish Government, established on Sept. 30 in France by 
President Razkiewicz and a new Cabinet was promptly recognized 
by both Allies and neutrals as the legal government of Poland. 

II 

HUNGARY 

^^*'^^tory of Hungary, already increased in 1938 by the 
addition of eastern Slovakia and the southern part of Carpathian 
Ukraine, was further enlarged in March 1939, when the Hungarian 
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army invaded Carpathian Ukraine during the final break-up of 
the Czechoslovak Republic and annexed an additional area of 4,283 
square miles. 

The growth of radical opposition to the authoritarian methods 
of Prime Minister Bela Imredy brought about such discontent 
among the more conservative members of the Rightist majority in 
the Hungarian Parliament that Imredy was forced to resign in Feb¬ 
ruary. The Minister for Education, Count Paul Teleki, then 
formed a new Cabinet. On Feb. 24 Hungary signed the anti- 
Comintern pact. 

Because of its allegiance to the Rome-Berlin Axis, the Hungarian 
Government later resigned from the League of Nations. In line 
also with this policy, the Hungarian Parliament adopted at the be¬ 
ginning of May drastic anti-Jewish laws. 

Ill 

GREECE AND THE BALKAN STATES 

Although Greece was especially interested in the maintenance of 
peace in the Mediterranean during 1939, she found herself at 
swords’ points with Italy on account of the Dodecanese Islands. 

During 1939 Rumania was beset with the territorial claims of 
her neighbors. In addition to the Bulgarian demand for Dobruja, 
Hungary claimed Transylvania, which she had possessed until 1918, 
and the Soviet Union claimed Bessarabia. 

On Sept. 20, Prime Minister Armand Calinescu of Rumania 
was assassinated in Bucharest by pro-Nazi Iron Guardists. The 
nine assassins were executed at once and the Iron Guard movement 
ruthlessly quelled. On Nov. 24 George Tatarescu became Premier. 

On April 7 Italian troops landed in Albania and under the pro¬ 
tection of planes reached Tirana, the capital, the next day. The 
conquest was completed by April 12, when the Albanian crown 
was officially given to Victor Emmanuel III of Italy. (See Italy.) 

In February 1939, the pro-Fascist Government of Premier Milan 
Stoyadinovitch in Yugoslavia fell, and a new Cabinet was formed 
under Dragisha Cvetkovitch. In April the new Government made 
plans to grant autonomy to the various provinces. In August Dr. 
Matchek, leader of the Croats, became Vice-Premier; Croatia then 
became autonomous, and in November, Bosnia and Herzegovina. 



Chapter VII 

SOVIET RUSSIA AND ASIA. 1939 


I 

UNION OF SOVIET SOCIALIST REPUBLICS 


A t the beginning of 1939 Soviet Russia seemed to be 

recovering from both depression and purges; in August she 
^ manipulated her way into a strange understanding with 
Germany that resulted in adding about half of Poland to her 
territory. 

A census taken early in 1939 showed that in the 12 years from 
1926 to 1938 Russian grain and cotton production had greatly 
increased. The increase in the supply of materials for food and 
clothing was far greater than the increase of population. Industrial 
production was more than doubled by the first Five-Year Plan, 
doubled again by the second Plan, and was to be nearly doubled 
by the third. 

The 18th All-Union Congress of the Communist party was 
assembled at Moscow, March 10-21. Before adjournment the 
Congress elected the new Central Executive Committee of 71 mem¬ 
bers and 68 alternates. 


On May 3, Commissar Maxim Litvinov resigned, and the port¬ 
folio of Foreign Affairs was entrusted to Premier V. M. Molotov. 

In July the Moscow radio announced that the Soviet Union was 
negotiating with Germany for a trade agreement. A month later 
the public suddenly learned that the Soviet Union and Nazi Ger¬ 
many had agreed (Aug. 12) to conclude a lo-year non-aggression 
pact, which was signed in Moscow (Aug. 24) and ratified by the 
Soviet Union on Aug. 31. The German army invaded Poland the 
next morning at dawn, and on Sept. 3 Great Britain and France 
declared war against Germany in support of Poland. On Sept. 16 
Russian forces entered Poland to “cooperate” with the German 
army. Warsaw fell Sept. 27, and soon afterward Russia and Ger- 

48 
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many divided Poland, giving Russia about three-fifths of Poland 
and about 13,000,000 inhabitants. 

Soon after the fall of Warsaw, the Soviet Union negotiated 
treaties with the Baltic states, where naval bases and airports 
seemed desirable. 

In October the Soviet Union also demanded from Finland naval 
bases and airports (Aalands, Hango, etc.). On Nov. 27 the Soviet 
Government claimed that four Russians had been killed by Finnish 
fire and asked that the Finnish troops withdraw from the border. 
Finland denied the shelling and refused to withdraw Finnish troops 
without a simultaneous withdrawal of Soviet troops. On Nov. 30, 
without declaration of war, Russian troops attacked Finland. 

In spite of sharp contradictions between Finnish and Soviet 
despatches, the Russians lost very heavily both from the defense 
tactics of the Finns and from sub-zero weather, while the Finnish 
losses were comparatively small up to the beginning of 1940. 

On Dec. 11 Finland presented her case to the League of Nations 
Assembly and simultaneously published her first full account of 
her relations with the Soviet Union. See League of Nations. 


II 

JAPAN CONTINUES WAR IN CHINA 

In Japan a Cabinet crisis came to a head on Jan. 4, 1939, when 
Prince Konoye, Premier for the duration of the war in China, 
resigned. He was succeeded by Baron Hiranuma, a man of defi¬ 
nitely Fascist leanings. 

During March operations against Chinese forces continued in the 
five northern provinces of Suiyuan, Chahar, Hopeh, Shantung and 
Shansi. Finally, on Aug. 25, with the capture by the Chinese of 
the city of Tsincheng, the offensive was definitely stalled. 

On March 27 Japanese forces captured Nanchang.^ A 
strong Chinese counter-offensive in April, however, decisively 
checked the drive on Changsha. Meanwhile, Japanese forces were 
moving northwest from Hankow, up the Han River Valley towards 
the city of Ichang, International Treaty port on the Yangtze River. 
The Chinese stopped the invaders at the Han River. 

In May a second serious attempt to take Sian in Shensi failed 
decisively. In June strained relations between Japan and Great 
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Britain in North China reached a crisis. The Japanese blockaded 
the British and French Concessions and charged wire was strung 
around them to prevent smuggling of food. 

In June Japanese forces also occupied Swatow, one of the last 
seaports on the South China coast remaining in Chinese hands. 
On July 26 the United States notified Japan that it was abrogating 
its 1911 trade treaty, to take effect in six months. 

Meanwhile serious tension between Japan and Russia developed 
after clashes on the Siberian-Manchukuoan border and in Mongolia 
over fishing rights. An armistice was finally agreed upon, to go 
into effect on Sept. 16. 

After the truce with Russia, the Japanese launched an offensive 
against Changsha. But the Chinese drove them back 60 miles north 
of the city, with heavy losses in men and equipment. 

In December a Japanese force landed on the South China coast 
near the Indo-China border, and captured the city of Nanning, 
strategic point in Kwangsi on the trade route to Indo-China. 

After two and one-half years of warfare in China, however, 
Japan was still a long way from final victory. Today, the Japanese 
army controls less than one-third of the vast area it claims to have 
conquered. Two-thirds is dominated by 600,000 Chinese guerrillas. 

The Chinese have suffered extreme losses, especially in the 
Kwantung area and in the Province of Kwangsi. Confidence in 
ultimate victory, however, remains unshaken. 


Ill 


TURKEY 

The general policy of the Turkish Republic during 1939 followed 

the lines laid down by its founder, Kemal Ataturk, under his suc¬ 
cessor, President Ismet Inonu. 

The outbreak of war in Europe and the new alliance between 
Germ^y and the Soviet Union put Turkey in a very difficult posi- 
tion The Turkish Foreign Minister visited Moscow in September 
but failed to arrive at an understanding with the Soviet Govem- 
ment in view of the Soviet’s insistence that Turkey close the 
Dardanelles to Great Britain and France in case of war. The result 

rrl?B ^ mutual-assistance pact between 

Great Britain, France and Turkey. 



Chapter VIII 

ANCIENT EMPIRES: PROBLEMS OF WAR. 1939 


EGY PT-IRAQ-P ALESTIN E-SYRIA 

T he outbreak of the European war in September brought 

Egypt and her strategic position into the limelight. Al¬ 
though the Mediterranean region remained peaceful, 
military preparations were speeded up; the ports of Alexandria and 
Port Said were strengthened, and the modernization of the Egyp¬ 
tian army was vigorously pushed. In accordance with the Anglo- 
Egyptian Treaty of Alliance of August 1936, Egypt declared her 

full support of Great Britain and France. 

On April 3, 1939, young King Ghazi of Iraq was killed in an 

automobile accident and Feisal II, born in I 935 » succeeded. Owing 
to his youth, a regency was instituted under Emir Abdul Ilah, his 
great-uncle. Iraq remained faithful to its alliance with Great 
Britain, and on the outbreak of war cooperated with its ally. 

A conference in London m which the British Government met 
Arab and Zionist delegates in an attempt to settle the Palestinian 
problem opened early in 1939. The independent Arabic state^ 
Egypt, Iraq and Saudi Arabia—took up the cause of the Palestinian 
Arabs, but the Zionists vigorously opposed Arab proposals. As a 

result the conference ended in a deadlock. 

In May 1939 Great Britain officially announced that her aim was 

to establish within 10 years an independent Palestinian state in 

which Arabs and Jew would share authority in government in such 

a way that essential interests of each would be secured. The British 

proposals evoked sharp opposition from both Arabs and Zionists. 

The outbreak of the European war changed the situation in 

Palestine. The Arab population backed the democratic powers, 

and the sympathies of the Jewish population naturally lay in the 

same direction, with the result that the internal situation was eased. 

In 1939 Syrian indignation was aroused when, as the price of a 

mutual-assistance pact with Turkey, France ceded to Turkey on 

June 23 the autonomous Republic of Hatay (Alexandretta). 
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Chapter I 

GENERAL WORLD CONDITIONS. 1940 

I 

EUROPEAN WAR 

W HILE the war in the West was quiescent during the early 

months of 1940, war went on in Northern Europe be¬ 
tween the Soviet Union and Finland, On March i, after 
three months of stubborn resistance by the Finns, Soviet troops 
entered Vipuri, and on March 12, a peace treaty was signed. By 
this treaty the Soviet Union annexed certain strategic areas in 
southern Finland, including the city of Viipuri and the whole Man- 
nerheim Line, small territorial concessions in eastern and northern 
Finland, and leased the Hangoe peninsula. 

On April 9» German troops suddenly invaded Denmark and 
Norway. Denmark offered no resistance and subsequently became 
a part of the German military and economic systems, although 
forrnally independent. Norway showed a firm will to resistance, 
but it was in the end subdued. The King and the legitimate Govern¬ 
ment escaped to Great Britain and formed there a small army and 
air force to fight for the liberation of their country. 

On May 10, German forces invaded three other neutral coun¬ 
tries: the Grand Duchy of Luxemburg was occupied within a few 
ours, the Netherlands and Belgium offered opposition. On May 

Allies rushed aid to the Low Countries, but on May 14, 
the Dutch armies ceased resistance, while Queen Wilhelmina and 
the Government established themselves in England. 

The advance of the French army from its defensive position, 
to help the Low Countries, made it possible for the Germans to 

1 
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break through on May 13 at Sedan. The Germans then turned 
towards the Channel ports and on May 21 reached the coast at 
Abbeville, cutting off the British-Belgian forces in Flanders. 

A decisive blow was struck at British and French resistance by 
the surrender on May 28 of the Belgian army under order of King 
Leopold III, who remained in Belgium officially the prisoner of the 
German government. Only through the utmost heroism did most 
of the battered British Expeditionary Force succeed in reaching 
the English shores from Dunkerque. 

On June 9 the German army was only thirty-five miles from 
the French capital. On June 10 German troops crossed the Seine 
and the French Government fled from Paris. In that moment 
Italy declared war on Great Britain and France. On June 14, 
German troops occupied Paris. The French Government, now in 
Bordeaux, was faced with a momentous decision: to carry on the 
fight from African soil jointly with Great Britain, or to give up the 
struggle and submit to Germany’s demands. 

The English Government tried in vain to persuade the French 
to merge the two empires into one common defensive and economic 
unity. Marshal Petain, who succeeded Reynaud as French Prime 
Minister on June 16, asked on June 17 for an armistice. While 
German troops occupied more than two thirds of France, a new 
authoritarian semi-Fascist government was instituted under Petain. 

On June 15 Soviet troops marched into Lithuania, and two days 
later into Latvia and Estonia. On July 21 the three countries 
asked, under pressure, for incorporation within the Soviet Union. 
Meanwhile, on June 28, the Soviet Union had demanded the ces¬ 
sion by Rumania of Bessarabia and Northern Bukovina. 

On July I Germany occupied the Channel Islands off the coast 
of Normandy. The whole western European coast was now in 
German hands as a base to carry on the fight against Great Britain. 
Italian forces invaded British Somaliland on Aug. 6, and occupied 
that British colony on Aug. 19. On Aug. 15, one thousand German 
planes appeared over England, and on Sept. 7 “all-out bomb¬ 
ing of London began. On Sept. 14 a strong Italian army under 
Marshal Rodolfo Graziani invaded Egypt from Italian Libya with 
the intention of capturing the Suez Canal. For a time the com¬ 
plete victory of the Fascist powers seemed within reach. 

Germany first extended her control over southeastern Europe in 
Rumania. On Sept. 6, King Carol I was forced to abdicate in 
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favor of his son, Prince Michael, and a Fascist government was 
formed with General Ion Antonescu as dictator. 

Chancellor Hitler meanwhile was unable to mobilize the active 
help of France and Spain for the battle against Great Britain, and 
in spite of immense pressure the still independent European states 
—Sweden, Switzerland, Turkey, Greece, Bulgaria, Yugoslavia and 
Portugal—refused to adhere to the “new order.” 

Italian troops invaded Greece early on Oct. 28. Greek resistance 
proved strong, and the Italians were driven back into Albania. By 
the end of December the Greeks had occupied bases of the Italian 
army in Albania and had inflicted the first great defeat on land 
upon the Axis armies. 

The British air force harassed southern Italy and on Nov. 13 
successfully attacked the Italian fleet in the harbor of Taranto. In 
Egypt British armies launched on Dec. 9 an offensive against the 
strongly fortified positions of the Italians. In a few days Egyptian 
territory was cleared of Italian invading armies. 

A factor of great importance to British morale as 1940 ended 
was the growing determination of the people of the United States 
to give “all-out” aid to Great Britain. (See also articles on the 
nations involved.) 

II 

WORLD ECONOMICS 

During 1940 the fundamental adjustment of world economic 
conditions to a war basis continued. As a result of the ravages of 
war in Great Britain, domestic production was curtailed and trans¬ 
portation disrupted. Under these circumstances government con¬ 
trol had to be strengthened. The primary object was to produce 
all possible material for the war while maintaining a minimum 
standard of living for the civilian population. 

Fifty per cent of the total national income was absorbed in war 
expenditures and sixty per cent in government expenditures as a 
whole. The basic rate for the income tax was increased to 42.5 per 
cent, the highest in its history. Sales taxes, especially on luxuries, 
were imposed and the excess profits tax reached 100 per cent in 
many cases. All business had to pay a National Contribution tax. 
As a result, revenues will cover $5,440>ooo,ooo of the expenditures 
for the year ending March 1941, leaving a deficit of $8,424,000,000. 
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Funds to meet the deficit were raised in part by long-term bond 
issues and by taking over savings deposits directly from the banks. 
In spite of the rising prices control of the foreign exchange market 
was increasingly effective. At first the pound sterling had been 
unpegged and allowed to find a new level. In March the new official 
rate was established at $4,035. 

In France, prior to June 1940, government regulation of the 
economic life had been strict. Taxes were very heavy. Bank 
statistics suggested that mild inflation was in progress. Note circu¬ 
lation of the Bank of France increased continuously though gradu¬ 
ally. Discounts and deposits of the commercial banks followed a 
similar course. The value of the franc in the foreign exchange 
market sagged, reaching 1.85 cents in May. All of the changes 
were accelerated just before the capitulation to Germany, and with 
it came a complete disruption of economic life. 

In Germany the pace of financial deterioration continued during 
1940. Note circulation of the Reichsbank which had been 8,989,- 
000,000 reichsmarks before the war rose to 12,937,000,000 on Oct. 


31, 1940. 


Holdings of Treasury bills by the Reichsbank increased 


in similar proportion. 

In the United States, the transition to production on a war basis 


came more slowly than was anticipated at first. However, as the 
war became more intense and the threat to American security grew. 


the demand for war materials materialized and with it came the 


beginnings of an industrial boom. The index of production in¬ 
creased slowly at first and then rapidly until it was 128 in October. 

By the end of 1940 the United States held 80 per cent of the 
total gold supply of the world, or $21,755,000,000. This gold sup¬ 
ply allowed a reserve of 90 per cent against the liabilities of the 
Federal Reserve System, a figure more than double the legal re¬ 
quirements. The member banks of the Federal Reserve System had 

$6,800,000,000 of excess reserves by October. 

The amounts of money appropriated for the national defense 

program were on the levels of the peak of war demand in 19 ^ 7 * 
During the summer. Congress appropriated some $6,500,000,000 to 
be spent before June 1941. In the later months of 1940 Govern¬ 
ment expenditures were at the rate of from $750>ooo>ooo to $880,- 
000,000 a month. By the end of October the gross debt of the 
United States Government was $44,137,000,000, and there were 
also outstanding $5,810,000,000 of fully guaranteed obligations. 
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In Canada business slumped at the beginning of the year and 
expanded again later. The cost of living index (1935-39= 100) 
rose from 103.8 to 106.4 during the year. The foreign exchange 
value of the currency did not remain stable. At the end of December 
1939 it had been 87.62 cents per dollar, and in March 1940 it was 
82.88 cents per dollar. At this time England established an official 
rate for the pound sterling and Canada did the same for her dollar. 
The rate chosen was 90.91 cents, a figure well above that of the 
free market. In the free market itself the rate subsequently rose, 
but it was still 86.32 cents at the end of October. 

Because of the loss of continental markets, Argentina experi¬ 
enced a severe depression. The grain markets were badly affected. 
At the end of 1939, grain prices had been high and the government 
ceased fixing minima for many products. In the fall of 1940 price¬ 
fixing had to be reintroduced. 

Brazil similarly encountered difficulties of adjustment to the war 
basis. Exports of raw cotton declined to nearly half of what they 
had been a year before, and the coffee market was unsettled. In 
the fall, however, the 14 coffee-producing states entered into an 
agreement establishing quotas for their exports to the United 
States. 

The other raw material producing countries met the same 
problems. Cuban trade was dependent on the sales of sugar and 
the sugar market was disrupted; Peru suffered from the same cause 
and also from the impossibility of selling its cotton. Chile, how¬ 
ever, experienced much less trouble. Productive activity was well 
sustained and its foreign trade even increased. 

In Japan, in the first nine months of 1940, trade was on a higher 

level than in 1939 ’ but in the autumn it declined. Japan, therefore, 

decided to discontinue trade statistics. However, the rice crop was 

known to be the smallest in five years and exports of cotton cloth 

were 20 per cent less than last year. State controls over banking 
and business were extended. 

In China, conditions changed speedily for the worse. Prices rose 

very rapidly. Imports increased in value at a very fast rate, partly 

in response to price changes, while exports remained at low levels. 

The consequence was an ever-increasing pressure on the exchange 

market, and the situation was further aggravated by an unbalanced 
budget. 



Chapter 11 

THE UNITED STATES. 1940 

I 

ECONOMIC SURVEY 

A LTHOUGH general business conditions were much better at 
LjL the end of 1940 than at the beginning, the great boom 
-I- which many had predicted as a result of the European War 
had not as yet fully materialized. Speaking generally, indices meas¬ 
uring American business activities during 1940 showed a steady 
decline from January to April. Beginning with that month, how¬ 
ever, and except for a sharp but brief decline in late June, the 
movement was generally upwards. By December most measure¬ 
ments of economic activity showed a situation better even than in 
the boom year of 1929. 

There were also generally greater industrial and utility profits. 
Aggregate net profits of the nation’s railroads in the first nine 
months of 1940 were estimated by the Wall Street Journal at $57,- 
000,000, compared with a net loss of $33,367,314 during the same 
period in 1939, and a $175,500,000 loss in 1938. 

The condition of agriculture also improved during 1940. Sur¬ 
veying the situation, the Bureau of Agricultural Economics of the 
Department of Agriculture, declared: “Prices are averaging a little 
higher than at the outbreak of the European War, cash farm in¬ 
come for 1940—estimated at approximately $9,000,000,000— 
is the second largest since 1929. . . . Exports continue to 
decline as continental European markets have been cut off by war 

blockades.” 

The employment situation in general presented the darkest aspect 
of the economic picture. Reporting in December, the American 
Federation of Labor estimated the number of people at work in 
October 1940, at 46,063,000 as compared with 47,600,000 at 
the peak in November 1929. The unemployed as of January 
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1940, they put at 10,656,000, and for October at 8,130,000. 
Reemployment during the ten months absorbed approximately 
2,526,000. 


H 

SEVENTY-SIXTH CONGRESS 

The third session of the Seventy-Sixth Congress came to an end 
by statutory limitation on Friday, Jan. 3, 1941. All peacetime rec¬ 
ords were exceeded when appropriations totaling $27,721,740,635 
were voted for defense and other projects. 

Various defense Acts provided for a year’s training of a mini¬ 
mum of 695,990 men in Selective Military Service, raised the en¬ 
listed strength of the regular Army to 375,000, of the Navy to 
170,000, of the Marine Corps to 34,000, and of the National 
Guard, to 346,130. Provision was made for equipping with essen¬ 
tial articles a mobilization of 1,400,000 men, and the necessary 
supplies to equip a ground force of 2,000,000 men. Congress au¬ 
thorized 25,000 planes for the Army and 10,000 for the Navy, and 
also the construction of 292 combat vessels and 57 auxiliary ships 
for a two-ocean navy. 

This immense program produced direct appropriations and con¬ 
tract authorizations totaling $8,792,145,145 for the Army and 
$ 3 > 537 «I 38 .I 37 for the Navy. For civil activities contributing to 
the national defense $776,944,648 was appropriated. When to this 
is added $4,586,000,000 for the two-ocean navy, the total defense 
commitments of the session amounted to $17,692,227,930. 

.The National Guavd Act (approved Aug. 27) authorized the 
President during the period ending June 30, 1942, to order 
into active military service for 12 consecutive months mem¬ 
bers and units of reserve components of the Army of the United 
States. 

The Selective Training and Service Act of 1940 (approved Sept. 
16) provided that all male citizens, and all male aliens in the 
United States who have declared their intention of becoming citi¬ 
zens, between the ages of 21 and 36 (with certain exemptions), 
shall register and be liable for military service under rules and 
regulations prescribed by the President. The training period was 
limited to 12 months, only 900,000 should be in training at any 
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one time and the service was limited to the Western Hemisphere 
and to possessions of the United States including the Philippines. 
Clergymen and divinity students were exempted and the President 
might defer training for those engaged in essential industries, agri¬ 
culture, or for men with dependents. Conscientious objectors were 
to be employed in non-combatant work. 

The Agricultural Appropriation Act (June 25) carried appro¬ 
priations of $918,603,918 for the fiscal year ended June 30, 1941. 
This amount included grants of $212,000,000 to make parity pay¬ 
ments to producers of wheat, cotton, com, rice, and tobacco; $438,- 
560,000 to carry out the provisions of the Soil Conservation and 
Allotment Act; $3,075,000 for the Rural Electrification Adminis¬ 
tration, with power to that body to borrow $100,000,000 from the 
RFC; and $6,100,000 for the Bankhead-Jones Farm Tenant Act 
with power for the Secretary of Agriculture to borrow $50,000,- 
000 from the RFC. 

The War Department Civil Functions Act (June 24) appropri¬ 
ated $222,718,717, mainly for flood control, rivers and harbors, 
and the Panama Canal. 

The First Supplemental Civil Functions Appropriation Act 
(Oct. 9), included $40,000,000 for the Administrator of Civil 
Aeronautics. 

The Wagner Foreign Credits Act (May 7) extended the emer¬ 
gency powers of the President with respect to transactions in for¬ 
eign exchange, transfer of credit by banks, and the hoarding or 
earmarking bullion or currency to cover transfers, withdrawals, or 
exportations in evidence of indebtedness in which any foreign state 
or its nationals have any interest. 

The Reciprocal Trade Pact Act (April 22) extended for a fur¬ 
ther period of three years, or until June 12, 1943, the provisions of 
the original Trade Agreements Act of 1934 . 

The Bland War-Risk Insurance Act (signed on June 29) 
authorized the Maritime Commission to insure the water-borne 
commerce of the United States against marine and war risks, when¬ 
ever it appears that such insurance cannot be secured through 
domestic underwriters at reasonable rates. 

The Revenue Act of 1940 (June 25) provided in part for the 
expense of national preparedness, by provision for raising $1,000,- 
000,000 additional revenue and adding $4,000,000,000 to the 
statutory national debt. Among the chief provisions are those re- 
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ducing income-tax personal exemptions from $2,500 for married 
persons to $2,000, and from $1,000 to $800 for single persons; 
increasing the rate of surtax on incomes $6,000 or above, requiring 
the filing of income taxes by all single persons with an income of 
$800, and married persons with an income of $2,000; increasing 
by I per cent the tax on the income of domestic corporations. 

The Excess Profits Tax and Amortization Act (Oct. 8) hoped 
to produce $500,000,000 additional revenue during 1941, and 
$1,000,000,000 annually thereafter, as well as curtailing prepared¬ 
ness and war profits. Its main provisions were an increased tax of 
3.1 per cent on “normal” income of corporations earning net profits 
of more than $25,000 a year, thus making the effective rate 24 per 
cent, and the imposing of additional graduated rates on “excess 
profits,” running from 25 per cent on excess profits not exceeding 
$20,000, to 50 per cent on all over $500,000. 

Ill 

THE ELECTION 

Two factors more than any others dominated the political scene 
during the first six months of 1940, uncertainty as to the plans of 
President Roosevelt in the fall election, and United States policy in 
the European war. Among the Democrats who personally an¬ 
nounced their candidacy for the Presidency, or who developed 
strong backing, were Secretary of State Cordell Hull, Postmaster 
General James J. Farley, Social Security Administrator Paul V. 
McNutt, and Vice-president John N. Garner. 

The leading Republican candidates for the nomination early in 
the year were Thomas E. Dewey of New York, Arthur H. Van- 
denberg of Michigan, and Senator Robert H. Taft of Ohio. It 
was not until May that Wendell Willkie, president of Common¬ 
wealth and Southern, became a prominent candidate. When the 
Republican nominating convention met in Philadelphia on June 24, 
it was evident that there was a swelling public demand for a candi¬ 
date independent of organization affiliations. In Wendell L. Will¬ 
kie, the rank and file Republicans, as well as large business and 
financial interests, thought they had found their man. They quickly 
ousted the old-line bosses from control of the convention and nomi¬ 
nated Willkie on the sixth ballot. 
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Charles L. McNary, Republican Senate leader, who had earlier 
asserted he would not accept the Vice-Presidential nomination, was 
nominated and accepted the place on the ballot. 

The Democratic National Convention met in Chicago on Mon¬ 
day, July 15. The President’s long silence on his third-term can¬ 
didacy was finally broken the next day when Senator Barkley, at 
the end of his formal speech as permanent chairman, announced 
that he had an additional statement to make on behalf of the Presi¬ 
dent of the United States. “The President,” said Senator Barkley, 
“has never had and has not today any desire or purpose to continue 
in the office of the President, to be a candidate for that office, or 
to be nominated by the convention for that office.” 

As the Roosevelt sentiment in the convention was overwhelming, 
the President was nominated for a third term early Thursday morn¬ 
ing on the first ballot. 

The nomination for the Vice-Presidency which went (July 19) 
to Henry A. Wallace of Iowa, Secretary of Agriculture, was de¬ 
termined by Roosevelt and put through by his convention repre¬ 
sentatives. 

The result of the campaign was evident early on election night. 
Long before midnight leading Republican papers conceded the 
election of Roosevelt. His electoral vote was 449 to 82 for Willkie, 
the latter carrying only ten states. The popular vote, as given offi¬ 
cially on Dec. 17, was 27,245,422 to 22,333,801. 

Although President Roosevelt received a little less than 55 per 
cent of the votes, the results showed a substantial victory for him. 
Republicans took consolation, however, from the fact that the 
Democratic electoral vote had fallen from the record of 523 in 
1936 to 449 in 1940, and that Roosevelt’s plurality was less than 
half the record 1936 plurality of 10,797,000. Willkie, it appeared, 
had received more votes than any defeated Presidential candidate 
in American history, and had increased the Republican vote of 
1936 by about 6,500,000. 

IV 

THE SUPREME COURT 

The only change in the personnel of the Supreme Court during 
1940 was the appointment on Jan. 4 of Attorney General Frank 
Murphy to succeed Justice Pierce Butler, who died Nov. 16, 1939 - 
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On June 3 the Supreme Court by a vote 8-1 (Stone dissenting) 
held that school boards can compel a salute by children to the 
American flag. 

In three unanimous decisions handed down on Jan. 2, the Court 
ruled that Federal Circuit Courts of Appeal did not have the power 
to intervene in, or set aside, any acts of the NLRB preliminary to 
the issuance of “final orders.” 

On Feb. 26 the Supreme Court unanimously ruled that the Wag¬ 
ner Act empowers only the NLRB, and not labor unions, to take 
the initiative in compelling employers to comply with NLRB or¬ 
ders. Labor won an important victory on April 29 when the Court 
dismissed the fight of a group of seven “Little Steel” corporations 
against the insistence by the Department of Labor that companies 
filling Government contracts tinder the Walsh-Healey Act pay the 
established minimum wages. 

On Jan. 29 the Court handed down decisions on fourteen im¬ 
portant tax cases. The most significant was the one which upheld 
the 2 per cent sales tax as applied to goods moving into New York 
City in interstate commerce. 

In a 5-to-4 decision on Dec. 16 the application of the Wisconsin 
2j^ per cent tax on out-of-state corporations doing business within 
the state was upheld. 


V 

FOREIGN AFFAIRS 

Although our Government did not recognize a “state of war” 
existing in the conflict between Russia and Finland in the early 
months of 1940, it did proclaim such a situation after the German 
invasion of Denmark and Norway in April, when it declared the 
Norwegian coast and a vast area around it to be a war zone and, 
under the Neutrality Act, closed to American shipping. 

It was made known in June that during the weeks while Italy 
was hanging on the verge of war, Roosevelt had made every effort 
to prevent her entry into it. In an address, on June 10, at the Uni¬ 
versity of Virginia, he revealed that he had expressed a willingness 
on the part of this Government to cooperate at the conclusion of 
the conflict in establishing a more stable world order. Instead of 
meeting these offers, said the President, “on this tenth day of 
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June 1940, the hand that held the dagger has struck it into the back 
of its neighbor.” 

In August, while a closer coordination of defense was being es¬ 
tablished between the United States and Canada, negotiations were 
being conducted between the British Government and the United 
States to obtain from this country some of our “over-age” de¬ 
stroyers. On Sept. 3, an agreement with Great Britain was made 
known in a communication by the President to Congress, in which 
he announced that “this Government has acquired the right to lease 
naval and air bases in Newfoundland and in the Islands of Ber¬ 
muda, the Bahamas, Jamaica, St. Lucia, Trinidad and Antigua, 
and in British Guiana. . . . The rights to bases in Newfoundland 
and Bermuda are gifts. . . . The other bases mentioned have been 
acquired in exchange for fifty of our over-age destroyers. . . .” 

On Dec. 17 the President announced that his Administration 
was considering several ways of increasing aid to Britain. One of 
these, he said, would be American financing of armaments and the 
lending of them to Britain, or their sale on a mortgage basis, with 
the British returning or replacing such materials after the war. He 
insisted that the new kind of aid which the Government was con¬ 
sidering would not necessitate repeal of either the Neutrality or the 
Johnson Act. On Dec. 19 the Administration authorized the Brit¬ 
ish Government to make new war-material contracts—^possibly 
totalling $3,000,000,000—but with the understanding that no con¬ 
tracts actually be signed until Congress acted on the President’s 
plan. 

The fall of France in early June led the American Government 
to inform Germany and Italy (as well as France, Britain, and Hol¬ 
land) that “the United States would not recognize any transfer 
and would not acquiesce in any attempt to transfer any geographic 
region of the Western Hemisphere from one non-American Power 
to another non-American Power.” On the same day both houses 
of Congress passed a resolution affirming the Monroe Doctrine, 
and containing a similar “hands-off” demand. 

The most important single event of the year in our relations with 
Latin America was undoubtedly the Pan American Conference at 
Havana, July 21-30 (see Cuba). 

On Sept. 27, announcement was made of the Tripartite Pact, the 
German-Italian-Japanese alliance. According to the Pact, the three 
Powers would assist one another with all political, economic and 
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military means if one of the three contracting Powers should be 
attacked by a Power at present not involved in the European war 
or in the Chinese-Japanese conflict. 

Two days before the military alliance was signed the American 
government announced the extension of an additional $25,000,000 
credit to the Chinese government. The following day a Presi¬ 
dential order aimounced that on and after Oct. 16 an embargo 
would be placed upon the shipments of all grades of steel and iron 
scrap to any place outside the Western Hemisphere except Great 
Britain. On Oct. 7 the United States naval reserves were called up, 
and on Oct. 8 the Government ordered all Americans in the Far 
East who could possibly do so to come home. 

These actions on the part of the United States quickly brought 
a new tone from official Japan, which eased somewhat the strained 
relations between the two nations. 

James H. R. Cromwell, who was appointed Minister to Canada 
on Jan. 4, resigned on May 23, to campaign in New Jersey for the 
United States Senate. He was succeeded as Minister on May 27 
by Jay P. Moffat, chief of the European Division of the State 
Department. 

Joseph P. Kennedy, Ambassador to Great Britain, resigned in 
December. On Dec. 12 Lord Lothian, British Ambassador to the 
United States, died. It was announced on Jan. 3, 1941, that Harry 
Hopkins would represent this country in Great Britain as Roose¬ 
velt’s personal envoy until a new Ambassador was appointed. 

William C. Bullitt, United States Ambassador to France, re¬ 
signed a month after the fall of Paris. He was succeeded by 
Admiral William D. Leahy, Governor of Puerto Rico, who left for 
his new post as Ambassador to the Vichy Government in December. 



Chapter III 

LATIN AMERICAN COUNTRIES. 1940 


I 

ECONOMIC PROBLEMS IN MEXICO 

I N SEPTEMBER 1940, Mexico’s new Congress was installed 
and the President-elect, General Avila Camacho, was in¬ 
augurated according to schedule on December 1st. The new 
President’s first important victory came with the passage of a bill, 
recommended by him, depriving the Railroad Workers’ Syndicate 
of the management of the National Railways of Mexico, which had 
been entrusted to the workers in 1938. A decree in modification of 
the agrarian reform, granting the peon definite title to land given 
him, in contrast to communal ownership, carries the land reform 
back to the original intent of the 1917 Constitution, and provides 
indication of the conservative tendency of the Camacho regime. 

The new administration inherits a legacy of economic problems, 
some arising from the trade dislocation caused by the war in 
Europe, which impedes the marketing of petroleum and industrial 
metals; some stemming from the expropriation of foreign oil prop¬ 
erties. Dispute over this last is still pending with the United States. 
The new element in the situation was injected by the statement that 
an agreement had just been concluded with the Sinclair interests 
for direct negotiations. This agreement provided for cash payment 
for the Sinclair properties in three years, in return the Consolidated 
Oil Corporation will purchase specified amounts of petroleum on a 
long-term basis, and will transport and market the same. 

Reorganization of the petroleum industry has been one of the 
administration’s most urgent domestic problems. 

Serious consequences to Mexico threatened when the United 
States Senate, May 9, voted the Townsend bill to halt foreign pur¬ 
chases of silver, since 1939 silver purchases gave the Mexican gov¬ 
ernment revenue amounting to about $28,000,000. Since petroleum 
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exports have fallen off so greatly, silver has become the mainstay 
of Mexico’s economy, representing almost one-half the total ex¬ 
ports to the United States in 1939. 

Although the Cardenas government was inclined to minimize the 
Nazi activities, which were reported to be alarmingly increasing in 
the spring, it took active steps to curb them. A closer check on 
aliens was instituted and immigration has been severely restricted. 

On June 18 the Mexican Cabinet approved a law providing for 
compulsory military training for a one-year period. The foreign 
policy of the Cardenas government has been pro-democracy in the 
struggle against totalitarianism, and in favor of cooperation with 
the United States in defense of the Western Hemisphere. 

II 

SOUTH AMERICAN COUNTRIES 

Negotiations for a reciprocal trade pact between Argentina and 
the United States broke down Jan. 5, one of the chief reasons for 
the failure being the similarity of economic structure of the Argen¬ 
tine Republic and the United States. 

On the other hand, the United Kingdom has maintained very 
close relations with the Argentine. The European war has necessi¬ 
tated heavy British imports of foodstuffs and raw materials. A 
trade agreement with Brazil, signed in October, providing “in prin¬ 
ciple” for an exchange of surpluses, and expansion of Argentina’s 
trade with other South American countries and with Mexico point 
to a growing hemisphere trade. 

An anti-totalitarian organization, the Accion Argentina, was 
formed in 1940- It claims a nation-wide membership of 300,000, 
drawn from many different political parties. On July 25 the Cham¬ 
ber of Deputies approved a large defense program, calling for the 
expenditure of 600,000,000 pesos. 

The war in Europe has given the United States a particular in¬ 
terest in Bolivia as a source of two essential raw materials, one 
actual, the other potential. The United States Department of Agri¬ 
culture is investigating the possibility of growing rubber in north¬ 
eastern Bolivia in order to reduce North American dependence on 
the Far East for this commodity, Bolivia is at present the world’s 
third producer of tin and the United States the leading consumer. 
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Again to lessen the difficulties that would result from loss of access 
to British Malaya and other Far Eastern sources, an agreement 
was concluded in the fall between the Metal Reserves Company, 
and Bolivian producers for the purchase annually, over a five-year 
period, of sufficient tin concentrate to smelt 18,000 tons of fine tin, 
in smelters to be established in the United States by the RFC. 

The inter-American coffee agreement signed Nov. 28 which pro¬ 
vides a larger quota for Brazil than that country has been able to 
sell in any of the last five years, will be of great assistance in insur¬ 
ing a steady market and in helping dispose of Brazil’s principal 
crop. The loss of European sales of about 5,000,000 bags per year, 
due to the war, has intensified the problem of surplus coffee stocks. 

Although coffee and cotton shipments have both fallen off, the 
loss is moderated by impressive gains in exports of meat and some 
lesser items, and Brazil’s year closed on an optimistic note. 

Reports of highly organized and well-financed Nazi propaganda 
activities in Chile following a pattern common throughout Latin 
America, have been plentiful, and the League of Defense, com¬ 
posed of thousands of youths of all classes and parties, has been 
organized to investigate “fifth column’’ activities and to assist in 
the defense of Chile against Nazi influences. On June 2, at the ex¬ 
piration of the two-year notice, Chile withdrew automatically from 
the League of Nations. 

In July 1940 the sweeping emergency powers granted in De¬ 
cember 1939 to President Santos of Colombia expired, but three 
days before their expiration the government adopted a series of 
measures to strengthen the country financially and to stimulate 
the development of the nation’s resources. The government has 
also issued a series of decrees reorganizing the coffee industry. In 
a message to Congress July 20, President Santos reiterated a pledge 
that no attack or threat of attack against the Panama Canal would 
be permitted from Colombian territory, and said the country’s for¬ 
eign policy was based on cooperation with the United States. 

In Ecuador a four-year arrangement was completed in December 
for a United States naval and military aviation mission to advise 
the defense forces. A Congressional decree has authorized the gov¬ 
ernment to contract an additional loan from the Export-Import 
Bank up to $30,000,000 for rearmament. 

Gen. Higinio Morinigo on Nov. 30 assumed full powers and 
established a virtually military dictatorship in Paraguay. A new 
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Constitution which, on Aug. 4, was submitted to a national plebi¬ 
scite is said to be one of the most advanced in Latin America. A 
mixed Paraguayan-Bolivian boundary commission, authorized by 
the boundary treaty of 1938, has completed its task with the erec¬ 
tion of a boundary marker at Esmeralda, thus finally liquidating 
the Chaco dispute. 

The fact that in 1939 Germany and Great Britain combined took 
30 per cent of Peru’s exports makes the War’s inroads on the 
European market a matter of serious consequence to Peru. The 
lavish public works program of the Benavides administration has 
been radically cut, in view of the uncertain economic outlook, but 
the ambitious three-year highway program is about completed. 

The defense policy of Baldimir, President of Uruguay, was unan¬ 
imously endorsed by the Cabinet and full support was given to 
agreements concluded with Argentina for the construction of Plata 
River bases and the pooling of the defense forces of the two coun¬ 
tries. On Dec. 29 the government published a decree creating a 
military commission to draw up plans for and supervise the con¬ 
struction of an air base the first to be undertaken by any South 
American country as a result of defense conversations begun by 
the United States government in June. The Uruguayan Congress 
has also passed a bill providing for compulsory military service. 
The joint stand taken at Havana against “subversive activities’’ has 
strengthened the hand of the government in its anti-Nazi policy. 

The withdrawal of Venezuela from the League of Nations be¬ 
came effective July 18, this country being the ninth Latin American 
nation to quit the League. 

Petroleum which is Venezuela’s chief export, has shown a sharp 
decline in production in 1940, both the Royal Dutch-Shell and the 
Standard Oil groups having decided to reduce output as a result of 
the war in Europe. The output in 1939 reached a record figure, 
however, totalling 207,055,000 barrels. 

Ill 

CUBA AND PUERTO RICO 

An important event in Cuba in 1940 was the Havana Confer¬ 
ence, which took place July 21-30. Following logically, as it did, 
the Lima and Panama Conferences of 1938 and 1939, as an ex- 
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pression of inter-American unity it exceeded any previous Pan 
American gathering. The problem of European possessions in the 
Western Hemisphere, the major objective of the Conference, 
shadowed consideration of a program of economic defense. The 
Act of Havana finally went beyond the original proposal, shifting 
in terminology from “mandate” or “joint protectorate” (Cuba’s 
proposal) to “provisional administration,” which might be estab¬ 
lished “when American islands or areas at present held by non- 
American nations are in danger of becoming the subject-matter of 
exchange of territories or sovereignties.” After the crisis is passed, 
the possessions would either be independent or returned to their 
former sovereigns, providing that it “would not be prejudicial to 
the safety of the American republics.” In addition, any American 
republic may act alone if the emergency should be so urgent that 
action of the “emergency committee” created to implement the 
agreement could not be awaited. With the adoption of this resolu¬ 
tion the Monroe Doctrine passes from a unilateral declaration to an 
inter-American instrument of common policy. The United States 
Senate, on Sept. 27, ratified the Havana Pact without reservation. 

Presidential elections, twice postponed and finally held July 14, 
resulted in a 3-to-2 victory for Col. Fulgencio Batista over Dr, 
Ramon Grau San Martin. The new government took office on Oct. 
10. It operates under a new Constitution, which was finally ap¬ 
proved June 8. This provides for a semi-parliamentary system, with 
a prime minister responsible to the Chamber, a reduction in the size 
of the Lower House and an increase in the Senate, compulsory bal¬ 
loting, and a mortgage moratorium. 

When Admiral William D. Leahy, Governor of Puerto Rico, 
was appointed United States Ambassador to France, after the 
resignation of William C. Bullitt, he was succeeded by Jose M. 
Gallardo, a native Puerto Rican, who was appointed Acting Gov¬ 
ernor. Early in 1941, the island’s auditor, Guy J. Swope was 

named Governor. 

A greatly expanded defense program for Puerto Rico, which 
is being transformed into a Gibraltar of the Caribbean, removes 
all possibility of immediate independence for the island. Naval 
and Army air bases at San Juan and Punta Borinquen, together 
with the West Indian bases leased from Great Britain, will con¬ 
stitute a strategic network in the Caribbean deemed highly essential 
to Western Hemisphere defense. 



Chapter IV 


THE BRITISH COMMONWEALTH 

OF NATIONS. 1940 

I 

GREAT BRITAIN AT WAR 

T he story of Great Britain in 1940 is the story of a 

nation at war, of a people whose life and every activity 
were conditioned by the war that had been in progress just 
under four months, when the year opened. On May 10, 1940, 
strenuous opposition to his policies caused Neville Chamberlain to 
resign the prime ministership, which led to thei formation of a new 
Government under the leadership of Winston Churchill, the most 
dynamic figure to come into English public life for over two dec¬ 
ades. Mr. Chamberlain’s death on Nov. 9 removed a sincere and 
patriotic statesman unable to cope with existing desperate con¬ 
ditions. 

The figures of unemployment for the months of the year 1940 
for which they were made public, showed a marked improvement 
over the figures for 1939, an improvement that may be attributed 
mainly to war work. The war had a profound effect on British 
foreign trade. The German occupation of Belgium, the Nether¬ 
lands, and the Scandinavian countries took away British markets; 
so, too, did the defeat of France, and Italy’s entrance into the war. 
When the Government’s fiscal year ended on March 30, there was 
a budget deficit of £767,685,000, incurred during five months of 
peace and seven months of war. The Chancellor of the Exchequer, 
Sir John Simon, presented his second war budget (which was his 
first full year war budget) on April 23. The cost of the war had 
been estimated in Simon’s April budget at £2,000,000,000; in July 
this figure was increased by £800,000,000. The total cost of gov¬ 
ernment was figured at £3,476,000,000. 
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The first theater to which public attention was directed in 1940 
was the north, the Scandinavian lands. On April 9, the Germans 
invaded Denmark and Norway. The invasion of Norway was de¬ 
fended on the ground that that country was guilty of leaning 
toward the Allies, and the invasion was necessitated by Britain’s 
designs on Norway. The German attack took the Allies completely 
by surprise, and a few days later German forces steamed all but un¬ 
opposed into half a dozen Norwegian ports. The British navy won 
the only British successes in the Norwegian campaign. No British 
troops reached Norway till April 15, when a small force landed at 
Namsos. A naval attack on Trondheim was scheduled for April 25, 
then given up, and everything south of Namsos was abandoned. 
The Norwegian king and his government found refuge in London. 

On May 10 the Germans invaded Belgium and the Netherlands. 
In each country the Germans met with resistance, and each country 
appealed at once to Britain and to France for aid, an appeal that 
met with an immediate response. But before the Allied forces has¬ 
tening north from the Franco-Belgian border could reach positions 
on the Albert Canal, the German columns had broken down the 
defenses of Liege, and were marching up the Meuse valley. The 
Dutch could not prevent the invaders from pushing across Holland 
to Rotterdam. At 4 o’clock on the morning of May 28 the Belgians 
capitulated. This abrupt surrender left the Allied armies locked 
in a trap, from which they had to fight their way with no help from 
the armies in the south. Yet, almost miraculously, they did reach 
the coast at Dunkerque, where French and British naval and mer¬ 
chant vessels, with swarms of small English craft, succeeded in 
carrying away more than 335,000 French and British to safety. 

When France seemed in imminent danger of collapse, before 
Paris was left undefended in order that it be not destroyed, the 
British government offered to send to France every plane, cannon, 
machine gun, and man that could be transported there, and to spend 
for that purpose money that had been designated for the purchase 
of munitions for months to come. More than that, in a last effort, 
Churchill submitted to the French government a design for the 
union of the French and British overseas empires. All endeavors 
were futile. On June 21 the Battle of France ended. Great Britain 
remained alone against Nazi Germany; and, now that she fought 
single handed, Italy was added to her foes, when on June 10 she 
declared war on Great Britain and France. 
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On the night between the 2nd and 3rd of July, French naval 
vessels that were lying in English and Scottish ports were quietly 
taken over by the British, who could not afford to run the risk of 
these ships going back to France to be surrendered and added to 
the German fleet. 

The strength of the French navy was concentrated at Oran, on 
the Algerian coast. To this port a British ultimatum was delivered. 
This allowed any one of three courses of action; (i) to join the 
British and continue to fight against Germany and Italy; (2) to 
sail with reduced crews to some British port; (3) if in honor bound 
not to use their ships against the Axis Powers, to sail to some port 
in the French West Indies. If within six hours the commander of 
the French fleet would agree to none of these, the British must at 
all costs prevent French ships from falling into German or Italian 
hands. This last course was followed. 

The entrance of Italy into the war shortly before the defeat of 
France gave to the British a new theater of warfare. Early in 
September, Italian troops invaded Egypt and moved eastward from 
Libya to Sidi Barrani, some 75 miles inside the Egyptian frontier, 
which they reached Sept. 17. Sidi Barrani, after being engaged 
from the coast side and shelled by the British fleet, was captured by 
a surprise attack from the rear. On Dec. 16, the Italian stronghold 
of Capuzzo in Libya was taken, on Dec. 17, the great fortress of 
Bardia was besieged and on Jan. 5, 1941, the final remnant of the 
Italian troops surrendered to a small force of Australians. 

The war at sea has been in the main an attempt on the part of 
the Germans to sink British shipping and other vessels trading with 
Great Britain, while the British have attempted to carry on. The 
greatest single loss was the Empress of Britain, 42,348 tons, which 
was sunk by German aircraft on Oct. 27, off the Irish coast. The 
story of Jervis Bay, a 14,000-ton armed merchantman with six 
6-inch guns but no armor plate, which had charge of a convoy of 38 
ships is a thrilling one. They were in the North Atlantic. Just at 
sunset a German raider appeared and from a distance of about 8 
miles began to throw ii-inch shells at the convoy. Without a mo¬ 
ment s hesitation the captain of the Jervis Bay headed his ship 
straight for the German raider, laying a smoke screen to enable the 
wnvoy to escape. The ship was in flames and sinking before Captain 
Fegan gave the order to abandon her. Of the ships the Jervis Bay 
had fought for, all but four made port. 
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The German bombing raids have been directed against regions 
where munitions and engines of war are manufactured, against 
railways and docks and, in addition, against the civilian population, 
against hospitals, schools, and public buildings. London and the 
large cities have suffered very heavily. Monuments of historical 
importance have been injured or destroyed in these raids. 

The British Royal Air Force, in return, has not been idle. Raid 
after raid of British aircraft has been made over German indus¬ 
trial centers and German-controlled ports. 

II 

EIRE AND NORTHERN IRELAND 

Eire maintained its neutrality in the European War throughout 
1940. The Irish Republican Army, though officially outlawed, con¬ 
tinued an active illegal campaign, both in Eire and in Northern Ire¬ 
land, to annex Ulster by force while Britain was occupied in its 
war with Germany. In this it was vigorously opposed by Prime 
Minister De Valera. 

Internal dissension largely disappeared in late spring and early 
summer, when it became apparent that Ireland was in immiment 
danger of invasion. On June 5, the government introduced an 
emergency defense bill in the Dail Eireann which placed Ireland 
on a war footing. The bill, which was rushed through the Dail 
in less than twenty-four hours, gave the Executive sweeping 
powers. 

At the end of June, Viscount Craigavon, Prime Minister of 
Northern Ireland, issued a statement in which he declared that 
he was prepared to enter into close cooperation with Prime Min¬ 
ister De Valera for the joint defense of Ireland. De Valera 
replied that this could be done only if Northern Ireland withdrew 
from the war and joined Eire in a policy of neutrality. Since 
this proposal was wholly unacceptable to Northern Ireland, Lord 
Craigavon announced on July ii that the negotiations had broken 

down. 

Eire’s attitude toward the war came under fire again in Novem¬ 
ber when Britain raised the question of a return of the naval bases 
on the south and west coasts of Ireland which it had surrendered 
to Eire in 1938. Winston Churchill, the British Prime Minister, 
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indicated that without such bases it might become impossible to 
assure adequate protection to Ireland and protect the convoys 
which brought supplies both to England and Ireland. On Novem¬ 
ber 7, Prime Minister De Valera rejected the suggestion. 

In contrast to the situation in the last war, Irish agricultural 
economy has suffered acutely as a result of the present conflict. 
Industry has fared somewhat better. While Southern Ireland has 
not shared Northern Ireland’s boom of war industries with con¬ 
sequent full employment, it has maintained operations. 

Lord Craigavon, Prime Minister of Northern Ireland, died 
suddenly on Nov. 24, 1940, after a brief illness. John Miller 
Andrews, Finance Minister since 1937 and deputy Prime Minister, 
was chosen to succeed him. Northern Ireland’s contribution to 
the war effort has been chiefly industrial. 

Ill 

India’s stand on the war 

Congress Party members, 200,000 strong, gathered at Ramgarh 
on March 13, to prepare for the plenary session. Immediately 
before its opening session on March 16, Gandhi issued a statement 
that the formalities of Indian independence must await the out¬ 
come of the European war. In the end, Gandhi was given a vote 
of complete confidence by the party, with power to call a civil 
disobedience campaign at his discretion. On March 22 the Moslem 
League held a convention at Lahore. AH Jinnah stated at the 
opening meeting that any constitution thrust on the Moslems with¬ 
out their approval and consent would be resisted. He advocated the 
partition of India into Moslem and Hindu States and a resolution 
embodying this suggestion was adopted at the first meeting. 

In June, Parliament gave the Viceroy full powers to act on 
his own responsibility in India. Soon afterwards his offer of 
dominion status at the end of the war was rejected. In August 
the Moslem League adopted a resolution accepting the offer of 
dominion status after the war, but the Congress Party, in a for¬ 
mal statement rejected partnership status and said it would not 
accept the proposals or advise the country to accept them. 

Late in the year, Britain withdrew its offer of “free and equal 
partnership in the British Commonwealth. The Viceroy said. 
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howejver, that Britain was still prepared to give effect to proposals 
looking to eventual dominion status as soon as the necessary sup¬ 
port ^ was forthcoming. 

C>espite all controversy in the early months of the year there 
w^ere 60,000 native Indian troops fighting in Europe on Britain’s 
side. This number has since been increased. On Feb. 29, in the 
House of Commons, it was announced that the Indian Govern¬ 
ment budget for 1940 provided for an additional £7,000,000 due 
to the war, of which £750,000 was earmarked for the extra cost 
of the maintenance of Indian troops overseas. 


IV 

CANADA UNITED IN WAR EFFORTS 

The year 1940 in the Dominion of Canada was marked by a 
striking growth in national unity, and an equally impressive devel¬ 
opment in the nation’s industries as the country’s contribution to 
British war effort. The parliamentary elections, held on March 
26, were called as a direct result of a vote of “no confidence’’ in 
the Government’s war effort. Although no one expected a Gov¬ 
ernment defeat, another Liberal sweep such as occurred in 1935 
seemed out of the question but the Mackenzie King Government 
despite the opposition not only repeated its sweep of four years 
earlier, but actually improved on it to the extent of some four¬ 
teen seats. On July 8, the Cabinet was enlarged and reorganized 
to strengthen Canada’s participation in the war effort. 

Lord Tweedsmuir, the popular Governor-General of Canada 
since 1935, author, publisher and historian, died in Montreal on 
Feb. II, 1940. He was succeeded by the Earl of Athlone, uncle 
of King George and brother of Queen Mary, who was named 
Governor-General on April 3 and formally installed on June 21. 

On June 17 the Government introduced into Parliament a full 
conscription bill which was rushed through virtually without oppo¬ 
sition. Under the bill all human and material resources are 
mobilized for government service. Registration of all Canada’s 
man-power was provided and a government unemployment insur¬ 
ance bill went through without opposition. The provisions of the 
Industrial Defense Act were extended to all war work, making it 
compulsory to call in a board of conciliation in the case of dispute. 
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The budget submitted by Finance Minister J. L. Ralston on June 
24 called for an expenditure of $1,148,000,000 for all purposes, of 
which $700,000,000 was for the war. The 1940-41 budget provided 
for an unprecedented rise in taxation of all kinds. 

The collapse of France in May and June was followed by a 
marked speeding up of Canada’s war effort. 

On Oct. 25, Angus MacDonald, Minister of Defense for Naval 
Affairs, declared that by 1941 Canada would be training 2,000 
airmen a month; that there would soon be half a million men in 
the army, navy, and national militia. Toward the end of the year, 
a War-Time Requirements Board was set up to “insure that war 
needs should have priority over all other needs.” 

Farm, mining, and industrial production was at an extremely 
high level throughout 1940. Employment was at the highest level 
for the twenty years for which records have been kept, but some 
shortage of skilled labor appeared in the war industries. Exports 
ran far above the 1939 figures throughout the year. 

A $200,000,000 war loan was floated without difficulty in January 
1940. The second war loan, a $300,000,000 issue, was floated in 
September and was oversubscribed. 

V 

AUSTRALIA, NEW ZEALAND AND UNION OF SOUTH AFRICA 

After the Blitzkrieg of May and June 1940 all aspects of Aus¬ 
tralian national life were increasingly subordinated to the military 
effort. The number of men enlisted in the Australian Imperial 
Force, most of whom were stationed in North Africa and the 
Middle East, increased steadily to five divisions and auxiliary 
troops, totalling 120,000. At the same time, munitions industries 
have been greatly expanded. These developments have been accom¬ 
panied by a continuing trend toward national unity on the political 
front. The United Australian Party and the Country Party formed 
a coalition in March 1940, thus assuring a Parliamentary majority 
for Prime Minister Robert Gordon Menzies. 

In domestic affairs the country strove to preserve democratic 
safeguards despite the need for unified war controls. Communist 
activities were sharply restricted in the spring of 1940. A new law, 
modelled after the British Emergency Powers Act, gives the gov- 
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eminent almost unlimited power over persons, property and labor, 
except as regards the imposition of conscription for military serv¬ 
ice overseas. 

The war in Europe gave New Zealand another opportunity to 
live up to its appellation of “the most loyal Dominion.” Some 
80,000 men out of an adult male population of only 350,000 had 
volunteered for overseas service by July 1940, when a compulsory 
service scheme was established. Legislation passed in February 
and May 1940 gave the Cabinet virtually dictatorial powers. 

Premier Michael J. Savage, leader of the Labor Party, died on 
March 26, 1940 after a long illness, and his office was assumed 
by Peter Fraser. Strong measures were taken against Communists 
and other anti-war groups. 

In the field of social and economic affairs, the stream of new 
measures continued, although they were now applied primarily 
to the country’s war needs. Tax burdens were heavily increased, 
particularly in the upper income brackets. On April i a “universal 
pension plan” went into effect, guaranteeing many types of social 
security payments. The government tapered off its public works 
program and threw its energies instead into production of muni¬ 
tions. 

In September 1939, Prime Minister General Hertzog had op¬ 
posed South Africa’s entry into the war and was overthrown on 
that issue. Replacing him, General Smuts fought with success to 
consolidate and increase his following during 1940. General Smuts 
emphatically proclaimed his faith that Britain would win and that 
a British victory was necessary for the survival of an independent 
South Africa. Events proved that a majority of the European 
population supported this view. An army of 100,000 was raised 
in twelve months on a volunteer basis. 

In internal affairs the reverberations of the war situation were 
also predominant. There was much dissatisfaction with red tape 
and muddling in defense matters—some of it due to the apparent 
incompetence of the former Nationalist defense minister, Oswald 
Pirow, who had maintained close ties with Germany. The only 
major domestic reform of the year was a revision of the electoral 
law which granted increased representation to urban areas. Eco¬ 
nomic conditions were varied. Production for non-war purposes 
languished, while the output of gold and vital materials found a 

ready market. 
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WESTERN AND NORTHERN EUROPE. 1940 

I 

THE FALL OF FRANCE 

A FTER the first two uneasy months of 1940, during which 

Zjk the so-called “phoney war” continued, French criticism of 
X JL the Government steadily mounted. On March 20, after a 
discussion of the prospective Norway campaign, the Daladier Cabi¬ 
net failed to receive the approval of the Chamber of Deputies and 
resigned. Paul Reynaud was asked to form a new Cabinet. 

When on the morning of May 10 German troops simultaneously 
poured over the borders of Holland, Belgium and Luxemburg, the 
Allies, athough prepared for such an eventuality, were unable to 
counter the offensive by immediate troop movements. For one 
thing there was the question of the neutrality of the Low Coun¬ 
tries; there was also a delay of a few days before the first motor¬ 
ized divisions of the Allies rolled through the plains of the north. 
Hampered by hordes of refugees who blocked the roads, the Allies 
were unable to reach and bolster the Belgian defenses before these 
cracked, and the Belgians were thrown back on their second line of 
defense. There was then no homogeneous shield to hold the Nazi 
advance. The reaction of France was that a change of methods 
was imperative. Premier Reynaud, opposed by Daladier who had 
entire confidence in General Gamelin, threatened to resign if a new 
Commander-in-Chief were not appointed. Matters dragged on until 
May 19 when the disaster in Flanders made it obvious that any 
further delay would be fatal. General Weygand had been recalled 
from Syria and was available on the 19th of May. On May 14 the 
German forces had broken through at Sedan, thus rendering the 
Maginot Line useless. Plans for a counterattack were made but 
they could not be carried out before the collapse of the French 
Ninth Army and the surrender of King Leopold. 

27 
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With the completion of the main drive against the Channel ports, 
on June 4, after the Dunkerque retreat (see Great Britain), the 
German armies turned southward toward the Seine River, finding 
on their way the hastily consolidated lines of General Weygand’s 
armies. On June 13, 1940, Paris was declared an open city to save 
it from bombing. 

Fascist Italy entered the war on June 10, and on the 17th the 
Italian forces suffered a severe setback at Menton. 

After the failure of the counterattack on the Somme the French 
forces were never in a position to reorganize and consistently hold 
their ground; most of the fighting was sporadic according to the 
resources and the pluck of the particular units engaged. A plan 
offered the French Government by Great Britain suggested a po¬ 
litical, military, and economic union of the two empires, in order to 
continue the war jointly. This plan was rejected by Premier Rey- 
naud on June 16, and, unable to reach a unanimous decision as to 
carrying on the war from Africa, Reynaud’s Cabinet resigned. 

Despite rumors that Pierre Laval had been offered the post. 
Marshal Petain was chosen to head the new French Government 
located at Vichy. His Cabinet was nearly the same as Reynaud’s, 
with the exception of those members who had been in favor of 
continuing the war. Camille Chautemps was Vice-Premier, and 
General Weygand was Minister of Defense. On June 17, Petain 
requested an honorable armistice. France had fallen. 

With the greatest secrecy, two armistices were signed: they ended 
the struggle with Germany on the 22nd and with Italy on the 24th 
of June. They provided for the cessation of fighting, the occupa¬ 
tion of a large portion of France until the signing of the peace, 
disarmament of French forces, and the turning over to Germany 
and Italy of all political refugees of those nations. 

Less than a month later, on July 10, the two houses of Parlia¬ 
ment, convened as a National Assembly in the Casino at Vichy, 
surrendered to Marshal Petain all its constitutional powers and 
prerogatives. The new Constitution, enacted through decrees, did 
away with a political Parliament, withdrew from a new assembly 
to be elected at an undetermined time all supervision of the nation’s 
expenditures, and practically gave one-man rule to the head of the 

new French State. 

Relations between the former Allies, France and Great Britain, 
became permanently embittered after the engagement at Mers-el- 
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Kebir on July 3, when a unit of the French Navy was given a 
choice by Admiral Somerville of the British Navy, to follow the 
British squadron to a British port, to join actively the British 
Forces, or to sail under escort to a port in the French West Indies. 
As all proposals were rejected, the British opened fire and the bulk 
of the French ships were sunk or put out of commission. 

On Sept. 23 an unsuccessful two-day siege to take the city of 
Dakar, French West Africa, was undertaken by General de Gaulle, 
leader of the Free French Forces, aided by the British Navy. 

During the latter months of 1940, the Vichy Government in un¬ 
occupied France was engaged in circumventing a complete alliance 
with Nazi Germany. The appointment in November of Admiral 
William Leahy as United States Ambassador to the Vichy regime 
considerably strengthened the latter’s resistance. 

Meanwhile, occupied France slowly and unwillingly adjusted 
itself to the privations, humiliations and ravages inflicted by the 
German Army of Occupation. Burdened with thousands of refu¬ 
gees, and faced with an acute shortage of food and fuel, conquered 
France looked forward to a winter of misery. 

II 

GERMAN AGGRESSION CONTINUES 

The year 1940 was for Germany not only a year of war, but also 
a year of victory and of great expansion. The frontiers of the 
Reich of 1914 were restored; Alsace-Lorraine, Eupen and Mal- 
medy. Western Prussia, Posen and Upper Silesia were again in¬ 
cluded within the German frontiers. Beyond that, several Polish 
districts which had never formed part of Germany, like the districts 
of Lodz and Suwalki, in the east, as well as the grand duchy of 
Luxemburg in the west, became provinces of the German Reich. 

By the end of 1940 the German armies also dominated Denmark, 
Norway, the Netherlands, Belgium, two-thirds of France, and 
Rumania. The remaining third of France, and also Hungary, al¬ 
though not officially occupied by German troops, were completely 
under German control. 

Within Germany s borders henceforth only Germans were to live. 
All French people and all Jews living in Alsace-Lorraine were 
expelled, and these western border provinces of the Greater Ger- 
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man Reich were cleared of French inhabitants as the newly an¬ 
nexed eastern provinces had been of Polish inhabitants. 

Anti-Semitism in Germany was, if possible, even worse than in 
1939. Constant new curbs were put on the Jews. The rations fixed 
for them were much smaller than those for the non-Jewish popula¬ 
tion. No cards for clothing or shoes were granted to them. By the 
end of 1940, practically only aged Jews remained in Germany, 

The first three months of the year were used by Germany to 
intensify armament production and to prepare everything for a 
knock-out blow to be struck at the enemy in the spring. In April 
Germany occupied Denmark and Norway. 

In the following month Germany struck at the Low Countries, 
in spite of her repeated solemn assurances of non-aggression. Again 
the British and French were not able to give sufficient assistance, 
especially in view of the fact that the Belgian and Dutch govern¬ 
ments and general staffs had earlier refused to agree to any con¬ 
certed action with the Allies, so as not to infringe in the slightest 
upon their declared neutrality. 

France was forced to capitulate in June, and a new semi-Fascist 
government in France was constrained to collaborate with Ger¬ 
many. At that time the Germans expected to be able to invade 
Great Britain during the summer, to end the European war, and 
then to dictate peace terms which would make the whole of Europe 
and Africa subservient to German interests. 

The successful resistance of Great Britain forced Germany to 
turn to additional Powers for support. On Sept. 27, Germany and 
Italy concluded a Tripartite Pact with Japan. As a result it was 
agreed that the important Dutch, British and French possessions in 
the Far East, which Germany had regarded as desirable sources of 
raw materials for herself, should fall under Japanese control. 

Germany’s efforts to strike a decisive blow at the British Empire 
either in the Eastern Mediterranean or, with the help of Spain and 
France, in the Western Mediterranean, were unsuccessful up to 
the end of 1940. On the contrary, the Italian reverses in Greece 
and Egypt strengthened the British position and prestige in the 

Mediterranean. 

Although Germany’s war in the air and her naval efforts to de¬ 
stroy British merchant ships wrought immense havoc on British 
life and property, so far they have not been of decisive importance. 
The German air bombings have been counterbalanced by R.A.F. 
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attacks on Germany. While Germany entered the war witli a public 
debt of 34,100,000,000 marks, the public debt at the end of the 
first year of war amounted to 62,800,000,000 marks. The wage- 
level has been kept low, so that wages are sufficient only to provide 
food and lodging, while new clothing or even repairs can be af¬ 
forded only with the help of social welfare organizations, or the 
so-called Winterhilfswerk. 

• III 

ITALY ENTERS THE WAR 

On Dec. 8, 1939, the Fascist Grand Council reaffirmed Italy’s 
adherence to the Rome-Berlin Axis. This put an end to any re¬ 
maining hopes of the Allies that Mussolini might be induced to 
join them in the European War. 

On April 30 the British Government announced its decision to 
deflect British merchant shipping bound for India, from the Medi¬ 
terranean to the longer route around the Cape of Good Hope. 
Fearing war moves, the Italians were alarmed. On May 2 Prime 
Minister Chamberlain announced that a considerable portion of 
the British Fleet was on its way to the Eastern Mediterranean. 

After Germany’s successful spring Blitzkrieg against the Low 
Countries and France, the warlike ardor of the Fascist leaders rose. 
The Italian people were anything but enthusiastic about the war, as 
they has been in a virtual state of war since the summer of 1935. 
As an inducement the Fascist Government constantly held out as¬ 
surances of a quick victory and large territorial gains. 

On June 10, as the Germans were reaching the outskirts of Paris, 
Italy finally declared war on France and Great Britain. Actual 
warfare was initiated on June 11 by air raids on the British naval 
base at Malta, and on Aden. The next day British planes bombed 
industrial centers in Genoa, Milan and Turin. 

After the fall of France on June 17, Hitler and Mussolini con¬ 
ferred on the terms to be offered France. The armistice sighted in 
Compiegne Forest on June 22 was between France and Germany 
only. French delegates arrived in Rome on the 23rd, and on the 
following day an armistice was signed by General Huntziger for 
France and Marshal Badoglio for Italy. 

For some time the Fascist Government was content to let the 
war in Africa simmer while the Germans broke the British Empire 
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at its center. The only exception was the invasion and conquest of 
British Somaliland by the Italians in August. 

On July 12 it was announced in the British House of Commons 
that Ethiopia was to be recognized as an ally. Six days later it 
was divulged that Haile Selassie had reached Khartoum from his 
place of exile in England. 

In the Eastern Mediterranean there was an exchange of air raids 
on such places as Tobruk, Bengasi, Alexandria, and Haifa. British 
naval units also bombarded ports in the Dodecanese islands and in 
Libya. On June 28 occurred the unexplained death of Marshal 
Balbo in an airplane accident over Tobruk in eastern Libya. 

Early in September an attack was made from Cyrenaica along 
the Mediterranean coast, into Egypt towards Alexandria, by Italian 
forces, estimated at around 250,000. After offering only slight re¬ 
sistance, the Allied forces fell back beyond Sidi Barrani, taken by 
the Italians on Sept. 17. At this point the Italian advance came to 
a halt. 

In mid-August the Fascist authorities accused the Greeks of 
beheading an Albanian patriot. On Aug. 15, a submarine, later 
proved to be Italian, torpedoed and sank the Greek cruiser Helle in 
the Aegean Sea. The Greek Government replied by sending troops 
to the Albanian frontier. After declaring that the Greeks had 
attacked an Albanian frontier post on Oct. 26, the Italians invaded 

Greece on the 28th. 

The invasion was undertaken by Fascist columns operating from 
Porto Edda (Santi Quaranta), Argyrokastron, and Koritza. Brit¬ 
ish assistance reached Greece at once in the form of planes and 
naval units, and the British immediately occupied the Greek island 

of Crete. 

In the attack by British planes against the Italian fleet at Taranto 
three of Italy’s battleships, one-half of her navy’s capital strength, 
were reported put out of commission. Two weeks later the British 
announced that they had inflicted damage on six Italian warships 
in an encounter near Sardinia 

During the first few days of their land campaign against Greece 
the Italians made a certain amount of headway. By Nov. 8, how¬ 
ever, the deepest Italian thrust—that toward Yanina—had been 
stopped. From then on the invasion went into reverse, and by the 
end of three weeks of war the Italian forces were back where they 

started from. {See also Greece.) 
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In Western Egypt the British Army of the Nile suddenly took 
the offensive on Dec. 9 at Sidi Barrani, which they quickly recap¬ 
tured. By the 15th the British had reached the Libyan frontier, 
after smashing five Fascist divisions, taking some 40,000 prison¬ 
ers and capturing quantities of material. Some 30,000 Italians 
took refuge in the fortified camp at Bardia, where they were 
subjected to a siege from land, sea, and air. On Jan. 5, 1941, 

Bardia fell. 


IV 

SPAIN REMAINS NEUTRAL 

In the second year after the close of the Civil War, Spain con¬ 
tinued to suffer the post-war evils of food scarcity and high prices. 
Estimates of the death toll during the war, on the battlefield or 
before firing squads, were 1,200,000 from a total population of 
26,000,000. The number of political prisoners in Spanish jails was 
placed at 500,000. 

General Franco’s efforts toward repairing the ravages of war 
consisted mainly of reconstruction projects at home and negotia¬ 
tions for the reopening of commercial relations with France and 
England. 

In June, with the military collapse of France and the establish¬ 
ment presently of a common frontier between Germany and Spain 
at the Pyrenees, Spanish policy took on a stronger pro-Axis note. 
When the Germans occupied Paris, the Spanish Government an¬ 
nounced that “with the object of guaranteeing the neutrality of 
the international zone and city of Tangier, the Spanish government 
has decided to take charge provisionally of the surveillance, police 
and public safety services of the international zone.” In a speech 
on July 17, General Franco spoke of “Spain’s duty and national 
mission to control Gibraltar.” 

In September Ram6n Serrano Suner, General Franco’s Minister 
of the Interior and his brother-in-law, went to Berlin and Rome 
for long conferences with Hitler, von Ribbentrop and Count Ciano. 
The Spanish leaning towards Germany and Italy was further em¬ 
phasized by replacement as Foreign Minister, on Oct. 17, of Colonel 
Juan Beigbeder y Alienza, reputed to be a friend to Britain, by 
Suner, a pronounced friend to Germany. 
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V 

BELGIUM, THE NETHERLANDS, AND SWITZERLAND 

Despite every effort to maintain her neutrality and independence, 
Belgium became again, in 1940, the battlefield of Europe. At three 
o’clock on the morning of May 10 German armed forces crossed 
the frontier of Belgium. King Leopold took over the direction of 
the operations of defense and the Government ordered general 
mobilization. On the second day of the invasion the Germans suc¬ 
ceeded in gaining a foothold m the Belgian defense position along 
the Albert Canal. Mass air attacks were made on several cities. 
By May 27 the situation of the Belgian army had become so des¬ 
perate that King Leopold, as Commander-in-chief of the Army, 
felt himself forced to surrender to prevent the useless slaughter 
of his trapped forces. 

The King considered himself a prisoner of war, and refused the 
offer of the German authorities that he assume responsibility for 
the administration of Belgium under the occupying forces. The 
Belgian Government resolved to continue the struggle in exile and 
to raise a new army in England. 

The Netherlands was invaded at the same time. On the morning 
of May 10 German parachute troops landed at the airport of Rot¬ 
terdam, and seized it, and one hour later German flying boats 
alighted on the Maas River in the center of the city. The Dutch 
decided on resistance, as the Netherlands was by no means unpre¬ 
pared. Nevertheless after four days of fighting all but small de¬ 
tachments of the Dutch army were defeated. On May 14 the 
Commander-in-Chief of the Army issued a proclamation to all 
troops that fighting was to cease. 

Queen Wilhelmina fled to London, where she established a 
government in exile. Princess Juliana went with her children to 
Canada. 

At the end of the year, the stubborn Dutch resistance was un¬ 
broken, and there was increasing friction between the Dutch popu¬ 
lation and the German occupying authorities. 

.Switzerland guarded her neutrality actively throughout 1940. 
President Pilet-Golaz passed a difficult year combating espionage 
activity and severe crises in Switzerland’s economic situation. On 
Dec. 10, Ernest Wetter was elected President for the year 1941- 
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VI 

BALTIC AND SCANDINAVIAN COUNTRIES 

The opening months of the year 1940 found Finland still 
deeply involved in a courageous struggle with Soviet Russia. On 
Dec. 31, Finnish troops had annihilated the 163rd Soviet Divi¬ 
sion at Kiantajarvi, and a week later they wiped out the 44th 
Soviet Division. On Feb. i new Russian generals opened a deter¬ 
mined drive against the Mannerheim Line. By the middle of Feb¬ 
ruary, Soviet troops had broken through Finland’s main defense 
line; a week later they reached the Gulf of Finland, isolating the 
island fortress at Koivisto, western anchor of the Mannerheim 
Line. In Feb. 24 Koivisto fell. After four weeks of strenuous at¬ 
tack Soviet forces finally surrounded Viipuri. During the siege 
Finnish leaders opened peace negotiations. The treaty concluded 
on March 12, provided that Finland should cede to the U.S.S.R.: 

(i) All of the Karelian Isthmus, including the city of Viipuri 
and the islands in Viipuri Bay; (2) the entire shore of Lake 
Ladoga; (3) parts of the Rybachi and Sredni peninsulas, facing 
Finland’s ice-free port of Petsamo in the Arctic; (4) a large slice 
of northeastern Finland, including the town of Salla; (5) several 
Islands in the Gulf of Finland; (6) a 30-year lease on the Hango 
peninsula. 

Finland’s war losses were staggering. It is estimated that 22,000 
Finns had been killed, and 45,000 wounded, and that 600,000 were 
made homeless by the cessions of territory to Russia. 

On Nov. 28 President Kyosti Kallio resigned because of ill 
health. At the end of ceremonies in his honor on Dec. 19, Kallio 
collapsed and died in the arms of General Mannerheim. Risto Ryti, 
Prime Minister during the war, had already become President. 

Throughout the winter months, Germany imported high-grade 
iron ore from neutral Sweden via the ice-free Norwegian port of 
Narvik. In order to stop this traffic, the Allied naval forces sowed 
three large mine fields near Narvik, Aandalnes and Stad, and on 
April 8 formally notified the Norwegian Government. Norway 
immediately protested violation of its neutrality. The following 
day German troops invaded Norway. Before the day was over they 
had occupied Oslo, Kristiansand, Stavanger, Bergen, Trondheim 
and Narvik. The first British troops landed in Norway on April 16, 
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and a few French troops two days later. Under continued bombing 
by the Nazi Air Force, Allied and Norwegian troops steadily 
yielded ground. By April 21 the Germans were in full command 
of southern Norway. On May 3 British and French forces were 
evacuated from central Norway. The Norwegian Government in 
Exile was set up in London. 

The invasion of Norway was expedited by German spies and a 
few pro-Nazi Norwegians, such as Major Vidkun Quisling. After 
the occupation of Oslo, Quisling on April 10 proclaimed himself 
Norwegian Prime Minister. On April 24 the Reich appointed Josef 
Terboven (Nazi Gauleiter) to supervise the civil administration of 
occupied areas. On Sept. 25 Terboven announced the dethrone¬ 
ment of King Haakon, and established a new Nazi-dominated State 
Council with supreme power. 

By March 13, when hostilities between Finland and the U.S.S.R. 
ceased, Sweden had given the Finns arms, food, clothing, credits 
and cash valued at more than 500,000,000 kroner (about $120,000,- 
000), while 8,700 Swedish volunteers were serving Finland and 
about 5,000 more had enlisted. 

After the German invasion of Denmark and Norway virtually 
the entire Swedish population gave unqualified support to the Gov¬ 
ernment’s strict neutrality policy. In July the people reacted vio¬ 
lently to the suggestion of the Nazi leader Alfred Rosenberg that 
Sweden should form part of a Germanic-Nordic federal union. 

Early in the morning of April 9, German troops suddenly en¬ 
tered Denmark, in spite of Germany’s 1939 non-aggression pact 
with Denmark. King Christian and his Government immediately 
instructed the ill-prepared Danish Army not to resist. Germany 
promised that the kingdom would continue to exist, and the Danish 
King and Government remained nominally in control of local 

administration. 

During the month of August 1940, the three Baltic republics, 
Latvia, Estonia, and Lithuania, established after the World War, 
were one after another forced by Russia, through diplomatic and 
military moves, to request admission within the U.S.S.R. 



Chapter VI 

CENTRAL EUROPE AND THE BALKANS. 1940 


I 

NAZI RULE IN CZECHOSLOVAKIA AND POLAND 

D uring the year 1940 Germany continued to curtail the 

I remnants of Czech autonomy. Hand in hand with the 
economic spoliation of the country by the German author¬ 
ities went the closing down of all higher institutions of Czech 
learning. On Sept. 15, the customs border between Germany and 
the Bohemian-Moravian protectorate was abolished, and the Czech 
territory was incorporated economically within the German Reich. 

Most of the leading members of the Czech National Solidarity 
Party were arrested in September by the Gestapo, and a new com¬ 
mittee was appointed to lead this party, to which over 90 per cent 
of all Czech men had voluntarily adhered. The new committee 
received from National Socialist sources the task of “re-educating 
the Czech people to the new order.” 

Slovakia came more and more under direct German control dur¬ 
ing 1940. The president of Slovakia, Monsignor Joseph Tiso, 
combined the offices of head of the state and of the Slovak Peo¬ 
ple’s Party, and supreme commander of the Hlinka Guard, which 
corresponded to the German Nazi S.A. On Nov. 24 Slovakia offi¬ 
cially joined the Berlin-Rome-Tokio Tripartite Pact, after Hun¬ 
gary and Rumania had done so. 

Outside of their homeland the Czechs and Slovaks formed a 
provisional Czechoslovak Government, which was officially recog¬ 
nized by the British Government on July 21. The new Cabinet 
under Monsignor Jan Sramek, a Catholic priest, as Prime Minister, 
and Jan Masaryk as Minister of Foreign Affairs, comprised eleven 
members, six Czechs and five Slovaks. The former president of 
Czechslovakia, Dr. Eduard Benes, who had resigned after the Pact 
of Munich in October 1938, was again recognized as president 

87 
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of the republic. On Oct. 25 a military agreement was signed be¬ 
tween the British and the Czechoslovak governments, according to 
which Czechslovak troops were organized under the command of 
their own generals for cooperation with the British forces. 

By a decree enacted on July 8, 1940, Chancellor Hitler pro¬ 
claimed that the Government General of Poland, which he had 
established in October 1939, with Cracow as capital, was to be a 
“Nebenland” (dependency) of the Reich. 

In the annexed territory of Western Poland the policy of the 
German government is completely to segregate the Germans from 
the Poles. The Jews have already been expelled and by the end 
of 1940 there were practically no Jews in the Western Provinces. 
In Lodz, a ghetto for the Jews was created. The ultimate purpose 
is also to expel all Poles from the annexed territories, and to trans¬ 
fer to these territories the Germans from Eastern and Southern 
Europe, as well as landless Germans from the Reich. Intermar¬ 
riage between Poles and Germans is forbidden. 

Altogether, about 350,000 Germans have been transferred into 
the German-annexed territory of Poland. In order to make room 
for them, over a million Poles and Jews have been driven into the 
already over-populated Government General. At the same time, 
more than a million Poles, including skilled metal workers, engi¬ 
neers, agricultural laborers and domestics, were deported to Ger¬ 
many from the Government General, for forced labor. 

As to the food situation, the Germans have fixed the amount of 
products to be delivered to them per acre, and have set it very high. 
Polish peasants in the Government General have been ordered to 
hand over their crops to the central agricultural board, retaining 
only small portions for themselves, for sowing purposes. A strict 
rationing system has been introduced, the amount of the rations de¬ 
pending on the nationality of the individual. 

In the Western Provinces the use of the Polish language has 
been banned from public life, and in many places it is even forbid¬ 
den in private conversation. All Polish schools have been trans¬ 
formed into German establishments. In the Government General, 
Polish is the second official language of the authorities, and all laws 
are being published in both German and Polish. Only elementary 
schools and trade schools are allowed to remain open for Poles. 

After the collapse of Poland, the new President, Vladislaw 
Raczkiewicz, formed a Government in France, under the leadership 
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of General Ladislaw Sikorski. A large Polish force was organized 
in France and the Poles played a part in the defense of Belgium and 
France. After the defeat of France, the Government of General 

Sikorski carried on in England. 


II 

HUNGARY JOINS TRIPARTITE PACT 

During September 1940 Hungary again increased her territory, 
by the inclusion of Northern Transylvania, which restores to Hun¬ 
gary a long stretch of pre-World War eastern mountain border. 

The newly-gained territory, with about 2,500,000 inhabitants, 
includes the Carol Line of fortification which the Rumanians built 
as a protection against Hungary. By this annexation Hungary 
gained an area of 17,000 square miles, and her population was in¬ 
creased to 13,500,000. 

As this gain was entirely the result of decisions taken by Ger¬ 
many and Italy, the Hungarian Foreign Minister, Count Stephen 
Csaky, went to Vienna on Nov. 20 and signed there a protocol 
whereby Hungary joined the Tripartite Pact which Germany, Italy 
and Japan had signed in Berlin on Sept. 27, 1940. 

The elimination of Jews from the economic life of the country 
proceeded with increased severity as step by step the Hungarian 
Jews were deprived of their livelihood. 

Ill 

GREEK RESISTANCE AND THE BALKAN STATES 


On Oct. 28, 1940, at 3 A.M., Italy placed before Greece an 
ultimatum, to be complied with in three hours’ time, demanding 
agreement to occupation by Italian troops of strategic points within 
Greece. Prepared for such an emergency by a threatening Italian 
press campaign and by “incidents,” General John Metaxas, dicta¬ 
tor of Greece, rejected the demand. On the same morning, Italian 
troops moved across the Albanian frontier into Greece 

The early victory anticipated by Rome proved a delusion. The 
land attack, though accompanied by heavy bombing of troops and 
cities, was stalled by fierce Greek resistance; and the expected fall 
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of Yanina, Greek base, did not materialize. Of incalculable aid to 
the defenders were the montainous terrain and providential tor¬ 
rential rains. In the Pindus Mountains whole Italian divisions were 
trapped, and slain or made captive. British airmen, operating from 
Crete, moreover, harried Italy and Albanian ports of debarkation. 

By Nov. lo, the lOO-mile front was broken through at several 
places, and Greek armies were driving into Albania, capturing as 
they went thousands of prisoners together with vast stores of ma¬ 
teriel. On Nov. 22, Koritza, important Albanian base in the south, 
fell before the Greek onslaught; then, on Nov. 30, Pogradec, which 
commanded the road to Italian headquarters at Elbasan. On Dec. 
4, Premedi was taken; two days later, Porto Edda, Albanian de¬ 
barkation port in the south; and two days later, the great fortress 
and base of Argyrokastron. On Dec. 14 and 23, respectively, the 
Albanian port of Palermo, and Khimara, fell. Fighting now in 
bitter cold and deep snows, the Greeks continued their advance and 
Fascist reinforcements could not hold them back. (See also Italy.) 

In 1940 Rumania became virtually a German protectorate. Ten¬ 
sion rising from the cession during the summer of Bessarabia and 
northern Bukovina to Russia, northern Transylvania to Hungary, 
and southern Dobruja to Bulgaria, coupled with the discovery of a 
Fascist plot on the King’s life, precipitated in September a critical 
situation which forced Carol’s abdication and flight. Prince Michael 
was proclaimed King, and General Antonescu made dictator. Days 
of terror followed, with anarchist elements in the Iron Guard using 
systematic murder as a political weapon; sixty-four leading citizens 
were slain in a “blood purge” in November, following official an¬ 
nouncement of Rumania’s adherence to the German-Italian-Japa¬ 
nese Tripartite Pact. 

Elated by acquiring southern Dobruja from Rumania in 1940, 
Bulgaria’s ambitions turned to Thrace (Greece) and Macedonia 
(Yugoslavia). Only her doubt as to which side might win the 
European War, together perhaps with Soviet pressure, seemed to 
prevent her openly joining the “new order in Europe.” 

Though Yugoslavia leaned toward the democracies, she was 
thrust nearer German domination during 1940 by Axis pressure, 
the German encirclement of Hungary and Rumania, and the failure 
of the Balkan Entente (meeting at Belgrade, Feb. i) to arrive at a 
common policy. She preserved, however, her strict neutrality, de¬ 
spite internal agitation for collaboration with Germany. 



Chapter VII 


SOVIET RUSSIA AND ASIA. 1940 

I 

UNION OF SOVIET SOCIALIST REPUBLICS 

ALTHOUGH the Soviet Union began the year 1940 in the 
security of her non-aggression pact with Germany (signed 
^ Aug. 24, 1939), she had seriously shaken the security of 

her position by entangling herself in her war on Finland. Never¬ 
theless, in other directions she later extended her frontiers and 
made important social changes at home. When Finland refused to 
be made a military protectorate, like the three Baltic states, the 
Soviet Union suddenly attacked her Nov. 30, 1939. The Russians 
lost most of the engagements of December, January and the first 
part of February, but there was never much hope that Finland 
could ultimately win. A compromise treaty was signed in Moscow 
on March 12; the fighting ceased on the morning of March 13; the 
treaty was ratified by Finland March 15. 

When the Supreme Soviet convened on March 29, President 
Molotov reaffirmed the Soviet Union’s neutrality. 

As Paris fell and France was approaching her collapse, the Soviet 
Union craftily and quickly set up her defenses against a victorious 
German Reich and on June 15-17 Lithuania, Latvia, and Estonia 
were summoned to grant free passage to more Soviet troops and to 
set up new governments. The demands were granted and Soviet 
troops immediately occupied the three little states and in July the 
three new parliaments petitioned for admission to the U.S.S.R. 

On June 28, directly after the fall of France, the Soviet Union 
sent an ultimatum to King Carol of Rumania demanding the re¬ 
storation of Bessarabia and the transfer of northern Bukovina. 

As compared with the previous year, the 1940 budget showed an 
increase of 18 per cent. The general wealth of the people, however 
was increasing less rapidly than the Federal budget. 
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The Pripet canal, the greatest one of the year, was opened early 
in August, completing the waterway connection between the Black 
Sea and the Baltic. It runs 125 mi. with 8 locks, and drains the 
Pripet marshes, opening 250,000 acres to cultivation. Oil produc¬ 
tion was down. The Caucasian fields (Baku) fulfilled only half 
of their program during the first quarter of 1940. 

In 1940, by the decree of June 26, the Council of Commissaries 
abolished the convenient Bolshevik calendar with its week of 5 
working days of 7 hours each, and returned to the customary week 
of 6 working days of 8 hours each, an addition of a little more 
than 6 hours’ work per seven days. Further, the worker wishing a 
change not only had to give notice but to get permission, for if he 
left his job without permission he could be sent to prison. On Aug. 
9, Commissary of Justice N. PI. Richkov, ordered the dismissal of 
all judges who were not strict with tardy, idle or wayward work¬ 
men. By decree of May 8, the various grades of general were re¬ 
stored and the list of officers’ titles was completed in both army and 
navy. The officers were given positive control over their men and 
were to be saluted by them even when off duty. So the Red Army 
which started in 1918, so free, hopeful and unconventional in 
organization and spirit, had to restore one means of discipline after 
another in order to match the efficiency and order of its enemies. 

An event of diplomatic bearing was the assassination in Mexico 
of Leon Trotsky, which took place on Aug. 21, probably by a 
member of the ogpu. 


II 

JAPAN, China, and Thailand 

In the numerous engagements early in 1940 both China and 
Japan suffered heavy casualties, but the efforts of the Japanese were 
completely unsuccessful. Regardless of these defeats, however, the 
Japanese Army Command issued a proclamation on Feb. 14 calling 
on Chiang Kai-shek to surrender and warning him that his resist¬ 
ance was “useless.” Shortly after the middle of April, Japan started 
her eleventh major drive in Shansi but in a few days the Chinese 
had partially severed the Japanese lines of communication and 
once more the Japanese attempt to cross the Yellow River failed. 
The first days of June saw the beginning of a strong drive by the 
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Japanese in southern Hupeh Province to gain control of Ichang 
and Shasi on the Yangtze River above Hankow. After two days 
of heavy fighting, in spite of stout Chinese resistance, Tangyang 
was captured. Shasi was taken the same day, and on June ii, 
Ichang, 6o miles to the northwest, fell into Japanese hands. The 
city of Nanning, strategic communications center in Kwangsi Prov¬ 
ince, which the Japanese had taken late in 1939, was re-taken by 
the Chinese on Oct. 29. Following the fall of Nanning, the Japa¬ 
nese continued to withdraw from Kwangsi Province. Japanese 
military authorities announced on Nov. 14, that their troops had 
been withdrawn from southwestern Kwantung Province. 

Simultaneously with the opening of the Diet (Feb. i), Japanese 
planes bombed the railway through French Indo-China to the Prov¬ 
ince of Yunnan in Southwest China. Following the collapse of 
France in June, Japan began concentrating naval and military 
forces at Hainan Island, opposite Indo-China. On June 20, the 
French Ambassador at Tokyo, in a signed statement, pledged French 
respect for Japan’s “military necessities” in China. 

On Jan. 14, the entire Japanese Cabinet resigned, having been in 
office about four and one-half months. Admiral Mitsumasa Yonai, 
a member of the Supreme War Council, and three times in the past 
Minister of the Navy, on Jan. 15 was commanded by the Emperor 
to form a Cabinet. On July 16, the Japanese Army, demanding a 
stronger foreign policy, forced the resignation of Premier Yonai 
and his Cabinet. The former Premier, Prince Konoye, formed a 
new Government. Yosuke Matsuoka became Foreign Minister. 

Signs that Japan was moving toward some form of totalitarian 
government had not been lacking through the year, but in June it 
became evident that powerful groups and individuals wanted a 
drastic change in Japan’s domestic political set-up. On Aug. i the 
new Premier announced that it was the intention of the Cabinet to 
establish a totalitarian state for the construction of a “Greater East 
Asia.” In the statement announcing its new policy, the Government 
outlined a strong centralized State which would extend Japanese 
domina'tion across China, over Indo-China, and also over the Neth¬ 
erlands Indies. Late in November Japan, wishing to close the China 
“incident” and thus be free to pursue her plan of southward ex¬ 
pansion, again offered peace terms to China. These were rejected 
with the statement that peace would be possible only on the “uncon¬ 
ditional withdrawal of all Japanese forces from China.” 
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On March 30, the installation of Japan’s puppet Central Chinese 

Government headed by Wang Ching-wei, took place. Neither Great 

Britain nor the United States recognized the new regime. On 

Nov. 30, Japan extended formal recognition to the Nanking Gov¬ 
ernment. 

Japan took a momentous step when on Sept. 27, she signed an 
agreement with the Axis Powers of Europe pledging, for a period 
of ten years, active cooperation with Germany and Italy in the 
interests of “lasting peace.” By its terms, Japan recognized the 
leadership of Germany and Italy in constituting a “new order” in 
Europe, and the Axis Powers, for their part, recognized and re¬ 
spected Japan’s priority rights in the establishment of a “new order 
in Eastern Asia.” Great Britain, under severe pressure from Japan 
and threats to the Crown Colony of Hong-Kong, agreed to close 
the Burma Road to certain categories of goods, especially war sup¬ 
plies, for two or three months, but following the signing of the 
Tripartite Pact with the Axis Powers, Great Britain announced 
early in October that she would re-open the Burma Road to traffic 
on Oct. 17. At midnight, the first of 3,000 American-made trucks 
started on their journey to Kunming. 

On Jan. 26, the trade treaty between Japan and the United States 
expired, and trade between the two countries was thereafter put on 
a day-to-day basis. On Sept. 26, the President of the United States 
ordered a complete embargo, effective Oct. 16, on all types of scrap 
steel and scrap metal, except to Great Britain and the nations of the 
Western Hemisphere. 

On Sept. 25, the United States made a loan of $25,000,000 to 
China. As a means of securing the loan the United States would 
obtain tungsten from China in order to build up its reserve stock 
of this material. On Nov. 30, the United States Government an¬ 
nounced a further loan of $100,000,000 to Nationalist China, one- 
half of which was loaned against supplies of wolframite, antimony 
and tin, and the remainder for stabilization of Chinese currency. 
This credit brought total American financial aid to China in the 
past two years up to $186,000,000. Shortly after, on Dec. 10, came 
an announcement by the British Under Secretary of Foreign Af¬ 
fairs that Britain was granting financial aid to China to the amount 
of £10,000,000, half of which was credits to be used in China by 
countries within the sterling bloc, and the remaining half for cur¬ 
rency stabilization. 
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Early in the spring of 1940 negotiations for non-aggression pacts 
were begun by Thailand (Siam) with Great Britain, France and 
Japan, and on June 12 both Britain and France signed such pacts. 
Japan, however, preferred to make what she called a treaty of 
“mutual respect and amity.” This treaty covers a period of five 
years, and is generally believed by competent observers to 
strengthen Japan’s position in Southeastern Asia. After the defeat 
of France and the signing of the Franco-German Armistice Thai¬ 
land began massing troops on the French Indo-China border, and 
opened negotiations with France for the return of territory which 
she claimed belonged to her, since it had been forcibly taken away 
by France in 1907. All through October, November and December, 
there were innumerable clashes between Thai and Indo-Chinese 
forces all along the borders of the Mekong River. The Vichy 
Government announced on Dec. 27 that plans were being made to 
send a delegation to Bangkok to reach a settlement of the border 
warfare. 

Ill 

TURKEY 

Turkey had concluded an alliance with Great Britain and France, 
and thus entered the year 1940 not as a neutral but as a non-bel¬ 
ligerent. The pact between the Soviet Union and National Socialist 
Germany rendered the Turkish position difficult. Thus in 1940 
Turkey had to play a careful diplomatic game. She maintained 
her alliance with Great Britain intact without entering the war 
actively, but strengthened her internal defenses and her military 
preparations. On F'eb. 12 she concluded a new trade treaty with 
Great Britain in an effort to increase commerce between the two 
nations. Prime Minister Refik Saydam declared on Feb. 29, that 
the relations between Turkey and the Soviet Union had remained 
unchanged. 

The entrance of Italy into the war and the subsequent armistice 
with France changed the Turkish situation. She increased her 
military defenses so as to be fully prepared in case of an Axis 
attack or in case of a Bulgarian advance. President Ismet Inonu 
informed the Turkish National Assembly on Nov. i that Turkey 
would remain loyal to her friendships and that her obligations and 
ties of collaboration were unshakable. 


Chapter VIII 

ANCIENT EMPIRES; WAR’S ALARMS 
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EGYPT-IRAQ-PALESTINE-SYRIA 

W ITH the Italian invasion of Egypt in September 1940, 

Egypt’s entry into the European war seemed imminent. 
Four Cabinet members resigned, when their request for 
an immediate declaration was denied. Though favoring coopera- ! 
tion with Great Britain, the majority opposed active participation 
in the war, so long as the vital centers of the Nile Valley were not 
invaded. By the year’s end the Fascist invader had been wholly f 
evicted from Egypt by British forces. I 

Iraq remained faithfully allied to Great Britain during the year, 
though not actively fighting. Her internal development went on ; 
apace; the crowning achievement was the completion of the Berlin- j 
to-Baghdad Railway. 

Early in 1940 the British Government, in pursuance of its State- i 
ment of Policy, published land regulations establishing three zones j 
in Palestine. In two, restrictions were placed on the transfer of 
land to non-Arabs or Jews; in the third, the richest agriculturally 
and industrially, no restrictions were imposed. Though received 
with satisfaction by Arabs, these regulations led to violent Jewish 
demonstrations in Jerusalem. 

With Italy’s entrance into the war and the stopj)age of Mediter¬ 
ranean trade, together with Italian air raids on Tel Aviv and 
Haifa, the people of Palestine forgot their differences. 

The fall of France brought increased Arab demands for Syrian 
independence. The country’s fear of Fascist penetration was 
heightened by the arrival in September of an Italian military com¬ 
mission to demobilize the French Army in the Near East under the ’ 
terms of the Franco-Italian Armistice. Turkey and Iraq saw a : 
Fascist-dominated Syria as the spearhead of an Axis drive on the | 
Near and Middle East. However, continued British resistance to 
the enemy proAed heartening. On Dec. 9, General Henri Dentz 


became the new French High Commissioner. 
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